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LETTER  OF  TRANSMITTAL 


U.S.  Senate, 
Special  Committee  on  Aging, 
Washington,  DC,  March  8,  1994. 
Hon.  Albert  A.  Gore,  Jr., 
President,  U.S.  Senate, 
Washington,  DC. 

Dear  Mr.  President:  Under  authority  of  Senate  Resolution  71, 
agreed  to  February  25,  1993,  I  am  submitting  to  you  the  annual 
report  of  the  U.S.  Senate  Special  Committee  on  Aging,  Develop- 
ments in  Aging:  1993,  volume  1. 

Senate  Resolution:  4,  the  Committee  Systems  Reorganization 
Amendments  of  1977,  authorizes  the  Special  Committee  on  Aging 
"to  conduct  a  continuing  study  of  any  and  all  matters  pertaining 
to  problems  and  opportunities  of  older  people,  including  but  not 
limited  to,  problems  and  opportunities  of  maintaining  health,  of  as- 
suring adequate  income,  of  finding  employment,  of  engaging  in  pro- 
ductive and  rewarding  activity,  of  securing  proper  housing  and, 
when  necessary,  of  obtaining  care  and  assistance."  Senate  Resolu- 
tion 4  also  requires  that  the  results  of  these  studies  and  rec- 
ommendations be  reported  to  the  Senate  annually. 

This  report  describes  actions  taken  during  1993  by  the  Congress, 
the  administration,  and  the  U.S.  Senate  Special  Committee  on 
Aging,  which  are  significant  to  our  Nation's  older  citizens.  It  also 
summarizes  and  analyzes  the  Federal  policies  and  programs  that 
are  of  the  most  continuing  importance  for  older  persons  and  their 
families. 

On  behalf  of  the  members  of  the  committee  and  its  staff,  I  am 
pleased  to  transmit  this  report  to  you. 
Sincerely, 

David  Pryor,  Chairman. 

(in) 


SENATE  RESOLUTION  71,  SECTION  19(b),  103D  CONGRESS, 

2D  SESSION  i 

Sec.  19.  (a)  In  carrying  out  the  duties  and  functions  imposed  by 
section  104  of  S.  Res.  4,  Ninety-fifth  Congress,  agreed  to  February 
4,  1977,  and  in  exercising  the  authority  conferred  on  it  by  such  sec- 
tion, the  Special  Committee  on  Aging  is  authorized  from  March  1, 
1993  through  February  28,  1994,  in  its  discretion  (1)  to  make  ex- 
penditures from  the  contingent  fund  of  the  Senate,  (2)  to  employ 
personnel,  and  (3)  with  the  prior  consent  of  the  Government  de- 
partment or  agency  concerned  and  the  Committee  on  Rules  and 
Administration,  to  use  on  a  reimbursable,  or  nonreimbursable, 
basis  the  services  of  personnel  of  any  such  department  or  agency. 

(b)  The  expenses  of  the  Committee  for  the  period  March  1,  1993, 
through  September  30,  1994,  under  this  section  shall  not  exceed 
$1,184,439. 


Agreed  to  February  29,  1991. 


(IV) 


PREFACE 


By  any  measure,  1993  was  an  extremely  productive  legislative 
year.  Working  together,  the  Congress  and  the  Administration  took 
steps  to  strengthen  the  economy,  expand  educational  opportunities, 
give  working  families  leave  for  medical  emergencies,  require  a  5- 
day  waiting  period  for  handgun  purchases,  promote  the  health  of 
all  Americans,  and  restore  confidence  in  the  political  system. 

While  the  record  does  not  leave  behind  such  legislative  monu- 
ments in  terms  of  aging  policy,  the  Congress  set  the  stage  for  ac- 
tion on  health  care  reform  and  a  host  of  other  issues  of  importance 
to  older  Americans. 

The  elevation  of  the  Commissioner  on  Aging  to  an  assistant  sec- 
retary level  within  the  Department  of  Health  and  Human  Services 
significantly  demonstrates  the  Administration's  commitment  to  ad- 
dressing the  needs  of  the  elderly.  Many  experts  viewed  this  ele- 
vation as  a  "forerunner"  of  the  level  of  interest  that  will  be  re- 
flected in  the  Department  for  the  elderly. 

Likewise,  the  President's  commitment  to  convene  a  White  House 
Conference  on  Aging  (WHCoA)  further  indicates  the  Administra- 
tion's readiness  to  develop  specific  and  comprehensive  rec- 
ommendations for  executive  and  legislative  action  to  maintain  and 
improve  the  well-being  of  the  aging.  The  WHCoA  is  scheduled  to 
take  place  in  1995. 

In  1993,  the  Special  Committee  on  Aging  continued  to  serve  as 
an  effective  and  outspoken  advocate  in  the  Senate  for  older  Ameri- 
cans. Perhaps  no  other  measure  speaks  for  the  work  of  the  Com- 
mittee than  the  groundswell  of  support  the  Committee  received 
when  it  was  fighting  for  its  very  existence. 

In  February,  during  consideration  of  the  1993-94  Senate  commit- 
tee funding  resolution,  two  separate  amendments  were  offered  (and 
defeated)  that  would  have  abolished  funding  for  the  Special  Com- 
mittee on  Aging.  The  authors  of  the  amendments  argued  that  the 
Committee  was  unnecessary  because  it  duplicated  the  work  of 
other  Senate  panels. 

Proponents  of  the  Special  Committee  on  Aging  attacked  the  ra- 
tionale for  dissolving  the  Committee.  They  argued  that  instead  of 
duplicating  the  work  of  other  Senate  panels,  the  Committee  has 
historically  been  on  the  front  lines  of  policy  recommendations.  The 
Committee's  work  in  the  areas  of  prescription  drugs,  long-term 
care,  Medicare  fraud  and  abuse,  and  the  reauthorization  of  the 
Older  Americans  Act  are  but  a  few  examples  of  issues  the  Commit- 
tee has  highlighted  and  proposed  legislative  recommendations  for 
the  Congress  to  consider. 

After  a  lengthy,  impassioned,  and  sometimes  pointed  discussion, 
the  Senate  voted  twice  to  allocate  funding  and  preserve  the  Senate 
Special  Committee  on  Aging. 

(V) 


VI 


With  the  backing  of  the  majority  of  the  Senate  and  numerous 
aging  advocacy  groups,  the  Senate  Special  Committee  on  Aging 
moved  forward  on  its  workplan.  There  were  seven  hearings,  three 
field  hearings,  and  five  workshops  convened  by  the  Aging  Commit- 
tee. 

Several  of  the  hearings,  held  in  Washington,  Maine,  and  Wiscon- 
sin, focused  on  the  need  for  long-term  care  in  health  care  reform, 
and  how  long-term  care  can  actually  reduce  health  care  costs.  Oth- 
ers examined  the  impact  of  prescription  drug  costs  on  older  Ameri- 
cans, whether  the  Federal  Government  is  getting  an  adequate  re- 
turn on  its  investment  into  new  drug  research  and  development 
and  the  ability  of  marketplace  competition  to  hold  down  drug  prices 
under  health  care  reform.  While  others  focused  on  the  need  for 
consumer  protections  in  the  hearing  aid  marketplace  and  how  older 
Americans  can  avoid  investment  fraud  and  abuse. 

Given  the  significant  amount  of  attention  devoted  to  health-care 
related  issues  by  the  Committee,  we  were  all  pleased  that  the  Ad- 
ministration's health  care  reform  proposal  included  a  Medicare 
drug  benefit,  and  a  new  Federal/State  home  and  community  based 
care  program  for  people  with  severe  disabilities,  regardless  of  age 
or  income. 

The  Committee  also  conducted  a  series  of  workshops  drawing  on 
the  insight  of  expert  panelists  and  active  members  of  the  audience, 
These  nontraditional  formats  were  used  to  highlight  guardianship 
issues,  rural  health  care  concerns,  mental  health  issues,  and  issues 
related  to  improving  the  income  security  of  older  women  in  retire- 
ment. Additionally,  the  Committee  sponsored  a  series  of  staff  semi- 
nars on  prescription  drug  issues. 

In  response  to  a  number  of  issues  raised  in  our  hearings  and 
briefings,  the  Aging  Committee  developed  a  host  of  legislative  ini- 
tiatives. These  included  proposals  to  reform  the  durable  medical 
equipment  industry,  improve  the  programs  related  to  home  and 
community  based  care,  and  to  combat  deceptive  mailings. 

The  Senate  Special  Committee  on  Aging  remains  proud  of  its 
achievements,  while  also  appreciating  the  challenges  which  lie 
ahead.  The  Committee  views  the  future  with  great  promise  despite 
the  challenges  confronting  our  constantly  aging  population.  As  the 
Committee  has  amply  demonstrated,  it  will  continue  to  make  its 
unique  contributions  to  shaping  the  policies  affecting  the  lives  of 
today's  elderly  and  the  lives  of  older  Americans  in  the  years  to 


come. 
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REPORT 


Chapter  1 

SOCIAL  SECURITY— OLD  AGE,  SURVIVORS 
AND  DISABILITY 

OVERVIEW 

In  1993,  Social  Security  once  again  became  a  topic  of  national  de- 
bate. Early  in  the  year,  proposals  to  reduce  cost  of  living  adjust- 
ments (COLAs)  were  debated,  although  no  such  proposal  was  made 
by  the  Clinton  Administration.  Instead,  the  Clinton  Administration 
proposed  raising  the  taxation  of  benefits  for  relatively  higher-in- 
come beneficiaries.  Such  a  tax  provision  was  included  in  the  1993 
deficit  reduction  budget  package,  known  as  the  Omnibus  Budget 
Reconciliation  Act  of  1993  (P.L.  103-66). 

Another  issue  that  sprung  to  the  foreground  was  the  payment  of 
taxes  for  domestic  workers.  The  issue  came  into  national  promi- 
nence because  President  Clinton's  nominee  for  Attorney  General, 
Zoe  Baird,  had  failed  to  pay  Social  Security  payroll  taxes  for  a 
nanny  she  had  hired  who  was  also  an  illegal  alien.  Ultimately,  the 
nomination  had  to  be  withdrawn  in  the  ensuing  furor.  Other  poten- 
tial nominees  faced  harsh  scrutiny  and  national  headlines,  and 
even  President  Clinton's  nominee  for  Social  Security  Commissioner, 
Dr.  Shirley  Sears  Chater,  was  criticized  in  the  press  for  an  incident 
in  the  early  1970's  during  which  taxes  were  not  paid. 

Despite  this  attention,  no  legislation  was  enacted  to  address  the 
issue  of  taxing  domestic  workers.  In  fact,  no  Social  Security  legisla- 
tion was  enacted  due  to  budget  process  rules  that  make  it  difficult 
for  the  Senate  to  consider  Social  Security  as  part  of  deficit  reduc- 
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tion  bills  known  as  budget  reconciliation.  Although  the  House  ap- 
proved legislation  liberalizing  the  rules  for  payment  of  taxes  for  do- 
mestic workers,  along  with  a  number  of  other  important  provisions, 
they  were  all  dropped  from  the  final  bill  due  to  procedural  objec- 
tions from  Senators.  Discussions  by  Congressional  leaders  were 
held  at  the  time  agreeing  to  resurrect  that  legislation  in  1994. 

Among  the  issues  that  dominated  1993  was  the  persistent  ad- 
ministrative problems  in  the  disability  programs  run  by  the  Social 
Security  Administration  (SSA).  These  programs,  including  the  So- 
cial Security  Disability  Insurance  (SSDI)  program,  were  becoming 
overwhelmed  with  growing  workloads,  backlogs,  and  delays.  De- 
spite Congressional  approval  of  additional  funds  in  1993  to  address 
the  workload  problem,  SSA  expects  unprecedented  backlogs  and 
delays  to  persist  in  1994.  SSA  will  require  additional  attention  in 
1994  to  enable  it  to  process  its  workload  once  again. 

No  action  was  taken  in  1993  on  two  other  perennial  Social  Secu- 
rity legislative  issues,  the  so-called  "notch"  and  the  earnings  test. 
The  "notch"  issue  was  held  at  bay  pending  the  outcome  of  a  con- 
gressionally  mandated  study  that  is  due  at  the  end  of  1994.  Reform 
of  the  earnings  test  was  put  on  hold  while  Congress  focused  its  at- 
tention on  deficit  reduction  as  part  of  the  1993  budget  process. 

In  1993,  Social  Security  continued  to  build  large  reserves  in  its 
trust  funds  as  the  program  benefit  structure  remained  untouched. 
Despite  discussions  prompted  by  Office  of  Management  and  Budget 
Director  Leon  Panetta  that  COLA  cuts  might  be  included  in  the 
President's  economic  plan,  no  such  proposal  was  made.  On  January 
1,  1994,  Social  Security  beneficiaries  received  a  full  2.6-percent  in- 
crease to  offset  inflation.  While  there  was  no  reduction  in  this 
amount,  many  seniors  complained  that  it  was  insufficient  to  main- 
tain their  standard  of  living,  particularly  because  pharmaceutical 
and  medical  inflation  far  outpaced  the  general  inflation  rate. 

In  1993,  SSA  continued  to  lack  the  resources  needed  to  carry  out 
its  administrative  responsibilities.  Many  questioned  why,  after 
Congress  removed  Social  Security  from  the  Federal  budget  in  1990, 
SSA's  administrative  expenses  continued  to  be  considered  part  of 
the  Federal  budget.  The  Bush  Administration  assumed  that  admin- 
istrative expenses,  even  though  they  are  financed  out  of  the  trust 
funds,  remained  on  budget.  Although  the  Clinton  Administration 
had  an  opportunity  to  change  that  assumption  in  its  1994  budget, 
it  chose  not  to  do  so.  A  number  of  leaders  in  Congress,  including 
the  Chairmen  of  the  Senate  Aging  and  Budget  Committees,  argued 
that  all  trust  fund  expenditures  were  taken  off  budget,  as  the  law 
stated.  Such  a  change  would  remove  pressure  to  cut  SSA's  adminis- 
trative expenses  so  that  the  trust  funds  can  subsidize  other  Federal 
expenditures.  Because  OMB  has  not  changed  course,  Congress  may 
reconsider  legislative  remedies  in  1994. 

Another  source  of  debate  in  recent  years  has  emerged  because 
the  Social  Security  tax  rate  is  higher  than  needed  to  meet  today's 
benefit  costs.  Various  proposals  offered  by  Senator  Moynihan  and 
others  during  the  past  4  years  to  bring  the  rate  more  in  line  with 
actual  costs  have  focused  attention  on  whether  Social  Security 
taxes  should  be  cut.  Senator  Moynihan's  proposal  raised  public 
awareness  that  Social  Security  reserves  were  being  used  to  pay  for 
general  government  operations.  Although  Senator  Moynihan's  pro- 


posal  was  considered  on  the  Senate  floor  for  a  vote  in  1990  and 
1991,  both  times  it  was  set  aside  over  procedural  objections.  Al- 
though Senator  Moynihan  was  elevated  to  the  Chairmanship  of  the 
Senate  Finance  Committee  in  1993,  he  did  not  push  the  issue.  The 
Clinton  Administration  did  not  support  changes  in  the  Social  Secu- 
rity tax  rate,  so  Senator  Moynihan  appears  likely  to  continue  to 
leave  this  proposal  in  the  back  seat  as  deficit  reduction,  health 
care,  and  welfare  reform  dominate  the  legislative  agenda  in  the 
Senate  Finance  Committee. 

The  largest  legislative  change  in  1993  in  Social  Security  was  the 
increase  in  taxation  of  benefits  received  by  certain  beneficiaries. 
The  Administration's  proposal  would  have  increased  the  percentage 
of  Social  Security  benefits  included  in  taxable  income  from  50  to  85 
percent  for  beneficiaries  with  income  and  benefits  exceeding 
$25,000  for  individuals  and  $32,000  for  couples.  This  plan  proved 
to  be  the  most  hotly  debated  Social  Security  proposal  in  1993.  Ulti- 
mately, the  tax  was  increased  for  those  with  incomes  and  benefits 
exceeding  $34,000  for  individuals  and  $44,000  for  couples. 

In  1993,  Congress  continued  to  oversee  how  SSA  implemented 
the  large  number  of  legislative  changes  that  were  enacted  by  Con- 
gress in  1990.  Of  particular  concern  was  SSA's  failure  to  properly 
reopen  telephone  access  to  local  Social  Security  offices.  New  legisla- 
tion forcing  full  compliance  was  approved  by  Congress  as  part  of 
the  1992  tax  bill  that  was  later  vetoed  by  President  Bush.  In  1993, 
the  House  of  Representatives  once  again  approved  the.  1992  provi- 
sion but  it  was  dropped  along  with  other  Social  Security  pieces  in 
the  1993  budget  bill.  The  legislation  has  prompted  discussions  be- 
tween SSA  and  Members  of  Congress  as  to  possible  nonlegislative 
administrative  solutions  that  could  be  agreed  upon  in  1994  to  fore- 
stall the  need  for  legislation. 

In  1993,  debate  over  Social  Security  remained  connected  to  con- 
cerns over  the  Nation's  massive  budget  deficit.  Although  Social  Se- 
curity is  a  self-financing  program  that  has  not  contributed  to  the 
deficit,  it  nevertheless  plays  an  enormous  role  in  determining  how 
the  Federal  Government  finances  the  deficit.  Until  1991,  under  the 
Gramm-Rudman-Hollings  law,  Social  Security  trust  funds  were 
factored  into  the  deficit  totals  used  to  determine  the  deficit  reduc- 
tion targets  that  the  Congress  was  required  to  meet  to  avoid 
across-the-board  cuts  in  Federal  spending.  Because  of  this  account- 
ing method,  the  deficit  totals  were  reduced  on  paper  by  the  amount 
of  the  Social  Security  reserves.  In  1993  alone,  the  inclusion  of  So- 
cial Security  reserves  offset  an  estimated  $47  billion  in  the  general 
revenue  deficit. 

Although  provisions  in  the  Omnibus  Budget  Reconciliation  Act  of 
1990  assure  that  Social  Security  will  no  longer  mask  the  Federal 
deficit,  large  Social  Security  trust  fund  surpluses  continue  to  allow 
the  Federal  Government  to  borrow  less  from  the  public.  This  factor, 
some  would  argue,  helps  keep  interest  rates  lower.  Current  law  re- 
quires Social  Security  reserves  to  be  invested  in  interest-paying 
Treasury  securities.  These  assets  are  then  used  to  finance  other 
Federal  programs.  By  borrowing  from  itself,  the  Government  does 
not  crowd  out  those  in  the  private  sector  seeking  financing. 

Another  factor  that  complicated  matters  for  proposals  such  as 
Senator  Moynihan's,  or  those  designed  to  address  the  "notch"  issue, 


were  the  rules  Congress  enacted  in  1990,  known  as  "fire  wall"  pro- 
cedures, designed  to  make  it  difficult  to  diminish  Social  Security 
reserves.  The  Senate  provision  prohibits  the  consideration  of  a 
budget  resolution  calling  for  a  reduction  in  Social  Security  sur- 
pluses and  bars  consideration  of  legislation  causing  the  aggregate 
level  of  Social  Security  spending  to  be  exceeded.  The  House  provi- 
sion creates  a  point  of  order  to  prohibit  the  consideration  of  legisla- 
tion that  would  change  the  actuarial  balance  of  the  Social  Security 
trust  funds  over  a  5-year  or  75-year  period. 

A  host  of  problems  in  the  administration  of  the  Social  Security 
programs  continued  to  plague  SSA  in  1993.  The  staff  at  the  SSA 
has  been  cut  by  21  percent,  or  17,000  people,  over  the  last  8  years, 
even  though  the  number  of  beneficiaries  has  been  increasing.  In 
1993,  SSA  continued  to  fall  behind  in  its  workload.  In  its  budget 
request  for  fiscal  year  1994,  SSA  proposed  funding  levels  it  admit- 
ted were  inadequate  to  reverse  the  trend,  so  the  problems  encoun- 
tered in  1993  appear  likely  to  continue. 

In  1993,  concerns  over  the  SSDI  program  centered  on  the  finan- 
cial status  of  the  disability  trust  funds  and  a  breakdown  in  the  ad- 
ministration of  the  program.  That  year,  the  annual  report  of  the 
Social  Security  trustees  warned  that  the  SSDI  trust  fund  could  be 
depleted  in  5  years  or  sooner.  Their  forecast  reflected  rapid  enroll- 
ment increases  over  the  past  few  years  and  tax  revenues  con- 
strained by  a  stagnant  economy.  This  financing  issue  promises  to 
be  a  focus  of  Congressional  attention  in  1994. 

A.  SOCIAL  SECURITY— OLD  AGE  AND  SURVIVORS 
INSURANCE 


1.  Background 

Title  II  of  the  Social  Security  Act,  the  Old  Age  and  Survivors  In- 
surance (OASI)  and  Disability  Insurance  (DI)  program — together 
named  the  OASDI  program — is  designed  to  replace  a  portion  of  the 
income  an  individual  or  a  family  loses  when  a  worker  in  covered 
employment  retires,  dies,  or  becomes  disabled.  Known  more  gen- 
erally as  Social  Security,  monthly  benefits  are  based  on  a  workers 
earnings.  In  August  1993,  $25  billion  in  monthly  benefits  were  paid 
to  Social  Security  beneficiaries,  with  payments  to  retired  workers 
averaging  $655  and  those  to  disabled  workers  averaging  $625.  Ad- 
ministrative expenses  were  $2.9  billion,  or  around  1  percent  of  the 
total  benefits  paid  during  that  period. 

The  Social  Security  program  touches  the  lives  of  nearly  every 
American.  In  1993,  there  were  42  million  Social  Security  bene- 
ficiaries. Retired  workers  numbered  26  million,  accounting  for  62 
percent  of  all  beneficiaries.  Disabled  workers  and  dependent  family 
members  numbered  over  5  million,  comprising  about  12  percent  of 
the  total,  while  surviving  family  members  of  deceased  workers  to- 
talled over  7  million  or  18  percent  of  all  beneficiaries.  During  the 
same  period,  about  135  million  workers  were  in  Social  Security-cov- 
ered employment,  representing  approximately  95  percent  of  the 
total  American  work  force. 

In  1993,  Social  Security  contributions  were  paid  on  earnings  up 
to  $57,600,  a  wage  cap  that  is  annually  indexed  to  keep  pace  with 
inflation.  Workers  and  employees  alike  each  paid  Social  Security 
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taxes  of  6.2  percent  on  earnings.  In  addition,  workers  and  their  em- 
ployers paid  1.45  percent  on  earnings  up  to  $135,000  for  the  Hos- 
pital Insurance  part  of  Medicare.  For  the  self-employed,  the  payroll 
tax  is  doubled,  or  15.30  percent  of  earnings,  counting  Medicare.  In 
1994,  the  tax  rates  will  remain  the  same,  although  the  wage  cap 
will  rise  to  $60,600  and  the  Medicare  cap  will  be  eliminated  alto- 
gether. 

Social  Security  is  accumulating  large  reserves  in  its  trust  funds. 
As  a  result  of  increases  in  Social  Security  payroll  taxes  mandated 
by  the  Social  Security  Act  Amendments  of  1983,  the  influx  of  funds 
into  Social  Security  is  increasingly  exceeding  the  outflow  of  benefit 
payments.  In  1993,  the  Social  Security  reserves  totalled  an  esti- 
mated $378  billion,  compared  with  $332  billion  in  1992. 

(A)  HISTORY  AND  PURPOSE 

Social  Security  emerged  from  the  Great  Depression  as  one  of  the 
most  solid  achievements  of  the  New  Deal.  Created  by  the  Social  Se- 
curity Act  of  1935,  the  program  continues  to  grow  and  become  even 
more  central  to  larger  numbers  of  Americans.  The  sudden  economic 
devastation  of  the  1930's  awakened  Americans  to  their  vulner- 
ability to  sudden  and  uncontrollable  economic  forces  with  the 
power  to  generate  massive  unemployment,  hunger,  and  widespread 
poverty.  Quickly,  the  Roosevelt  Administration  developed  and  im- 
plemented strategies  to  protect  the  citizenry  from  hardship,  with  a 
deep  concern  for  future  Americans.  Social  Security  succeeded  and 
endured  because  of  this  effort. 

Although  Social  Security  is  uniquely  American,  the  designers  of 
the  program  drew  heavily  from  a  number  of  well-established  Euro- 
pean social  insurance  programs.  As  early  as  the  1880's,  Germany 
had  begun  requiring  workers  and  employers  to  contribute  to  a  fund 
first  solely  for  disabled  workers,  and  then  later  for  retired  workers 
as  well.  Soon  after  the  turn  of  the  century,  in  1905,  France  also  es- 
tablished an  unemployment  program  based  on  a  similar  principle. 
In  1911,  England  followed  by  adopting  both  old  age  and  unemploy- 
ment insurance  plans.  Borrowing  from  these  programs,  the  Roo- 
sevelt Administration  developed  a  social  insurance  program  to  pro- 
tect workers  and  their  dependents  from  the  loss  of  income  due  to 
old  age  or  death.  Roosevelt  followed  the  European  model:  govern- 
ment-sponsored, compulsory,  and  independently  financed. 

While  Social  Security  is  generally  regarded  as  a  program  to  bene- 
fit the  elderly,  the  program  was  designed  within  a  larger 
generational  context.  According  to  the  program's  founders,  by  meet- 
ing the  financial  concerns  of  the  elderly,  some  of  the  needs  of  young 
and  middle-aged  would  simultaneously  be  alleviated.  Not  only 
would  younger  persons  be  relieved  of  the  financial  burden  of  sup- 
porting their  parents,  but  they  also  would  gain  a  new  measure  of 
income  security  for  themselves  and  their  families  in  the  event  of 
their  retirement  or  death. 

In  the  more  than  half  a  century  since  the  program's  establish- 
ment, Social  Security  has  been  expanded  and  changed  substan- 
tially. Disability  insurance  was  pioneered  in  the  1950's.  Neverthe- 
less, the  underlying  principle  of  the  program— a  mutually  bene- 
ficial compact  between  younger  and  older  generations — remains 
unaltered  and  accounts  for  the  program's  lasting  popularity. 
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Social  Security  benefits,  like  those  provided  separately  by  em- 
ployers, are  related  to  each  worker's  own  average  career  earnings. 
Workers  with  higher  career  earnings  receive  greater  benefits  than 
do  workers  with  lower  earnings.  Each  individual's  own  earnings 
record  is  maintained  separately  for  use  in  computing  future  bene- 
fits. The  earmarked  payroll  taxes  paid  to  finance  the  system  are 
often  termed  "contributions"  to  reflect  their  role  in  accumulating 
credit. 

Social  Security  serves  a  number  of  essential  social  functions. 
First,  Social  Security  protects  workers  from  unpredictable  expenses 
in  support  of  their  aged  parents  or  relatives.  By  spreading  these 
costs  across  the  working  population,  they  become  smaller  and  more 
predictable. 

Second,  Social  Security  offers  income  insurance,  providing  work- 
ers and  their  families  with  a  floor  of  protection  against  sudden  loss 
of  their  earnings  due  to  retirement,  disability,  or  death.  By  design, 
Social  Security  only  replaces  a  portion  of  the  income  needed  to  pre- 
serve the  beneficiary's  previous  living  standard  and  is  intended  to 
be  supplemented  through  private  insurance,  pensions,  savings,  and 
other  arrangements  made  voluntarily  by  the  worker. 

Third,  Social  Security  provides  the  individual  wage  earner  with 
a  basic  cash  benefit  upon  retirement.  Significantly,  because  Social 
Security  is  an  earned  right,  based  on  contributions  over  the  years 
on  the  retired  or  disabled  worker's  earnings,  Social  Security  en- 
sures a  financial  foundation  while  maintaining  beneficiaries'  self- 
respect. 

Social  Security  provides  a  unique  set  of  protections  not  available 
elsewhere.  Some  criticize  Social  Security  for  its  mix  of  functions. 
Some  argue  that  Social  Security  should  be  a  welfare  program,  pro- 
viding basic  benefits  to  the  poor  and  allowing  middle  and  upper  in- 
come workers  to  invest  their  earnings  in  private  vehicles,  such  as 
IRAs.  Such  an  approach  would  undermine  the  widespread  political 
support  that  has  developed  for  the  broad-based  functions  of  the 
program. 

The  Social  Security  program  came  of  age  in  the  1980's.  In  this 
decade,  the  first  generation  of  lifelong  contributors  retired  and 
drew  benefits.  Also  during  this  decade,  payroll  tax  rates  and  the 
relative  value  of  monthly  benefits  finally  stabilized  at  the  levels 
planned  for  the  system.  Large  reserves  accumulating  in  the  trust 
funds  leave  Social  Security  on  a  solid  footing  as  it  continues 
through  the  1990's. 

2.  Financing  and  Social  Security's  Relation  to  the  Budget 

(a)  financing  in  the  1970's  and  early  1980's 

As  recently  as  1970,  OASDI  trust  funds  maintained  reserves 
equal  to  a  full  year  of  benefit  payments,  an  amount  considered  ade- 
quate to  weather  any  fluctuations  in  the  economy  affecting  the 
trust  funds.  When  Congress  passed  the  1972  amendments  to  the 
Social  Security  Act,  it  was  assumed  that  the  economy  would  con- 
tinue to  follow  the  pattern  prevalent  in  the  1960's:  relatively  high 
rates  of  growth  and  low  levels  of  inflation.  Under  these  conditions, 
Social  Security  revenues  would  have  adequately  financed  benefit 


expenditures,  and  trust  fund  reserves  would  have  remained  suffi- 
cient to  weather  economic  downturns. 

The  experience  of  the  1970's  was  considerably  less  favorable  than 
forecasted.  The  energy  crisis,  high  levels  of  inflation  and  slow  wage 
growth  increased  expenditures  in  relation  to  income.  The  Social  Se- 
curity Act  Amendments  of  1972  had  not  only  increased  benefits  by 
20  percent  across-the-board,  but  also  indexed  automatic  benefit  in- 
creases to  the  CPI.  Inflation  fueled  large  benefit  increases,  with  no 
corresponding  increase  in  payroll  tax  revenues  due  to  compara- 
tively lower  real  wage  growth.  Further,  the  recession  of  1974-75 
raised  unemployment  rates  dramatically,  lowering  payroll  tax  in- 
come. Finally,  a  technical  error  in  the  initial  benefit  formula  cre- 
ated by  the  1972  legislation  led  to  "over-indexing"  benefits  for  cer- 
tain new  retirees,  and  thereby  created  an  additional  drain  on  trust 
fund  reserves. 

In  1977,  recognizing  the  rapidly  deteriorating  financial  status  of 
the  Social  Security  trust  funds,  Congress  responded  with  new 
amendments  to  the  Social  Security  Act.  The  Social  Security  Act 
Amendments  of  1977  increased  payroll  taxes  beginning  in  1979,  re- 
allocated a  portion  of  the  Medicare  (HI)  payroll  tax  rate  to  OASI 
and  DI,  and  resolved  the  technical  problems  in  the  method  of  com- 
puting the  initial  benefit  amount.  These  changes  were  predicted  to 
produce  surpluses  in  the  OASDI  program  beginning  in  1980,  with 
reserves  accumulating  to  7  months  of  benefit  payments  by  1987. 

Again,  however,  the  economy  did  not  perform  as  well  as  pre- 
dicted. The  long-term  deficit,  which  had  not  been  fully  reduced,  re- 
mained. The  stagflation  occurring  after  1979  resulted  in  annual 
CPI  increases  exceeding  10  percent,  a  rate  sufficient  to  double  pay- 
outs from  the  program  in  just  7  years.  Real  wage  changes  had  been 
negative  or  near  zero  since  1977,  and  in  1980,  unemployment  rates 
exceeded  7  percent.  As  a  result,  annual  income  to  the  OASDI  pro- 
gram continued  to  be  insufficient  to  cover  expenditures.  Trust  fund 
balances  declined  from  $36  billion  in  1977,  to  $26  billion  in  1980. 
Lower  trust  fund  balances,  combined  with  rapidly  increasing  ex- 
penditures, brought  reserves  down  to  less  than  3  months'  benefit 
payments  by  1980. 

The  96th  Congress  responded  to  this  crisis  by  temporarily  reallo- 
cating a  portion  of  the  DI  tax  rate  to  OASDI  for  1980  and  1981. 
This  measure  was  intended  to  postpone  an  immediate  financing 
crisis  in  order  to  allow  time  for  the  97th  Congress  to  comprehen- 
sively address  the  impending  insolvency  of  the  OASDI  trust  funds. 
In  1981,  a  number  of  proposals  were  introduced  to  restore  short- 
and  long-term  solvency  to  Social  Security.  However,  the  debate 
over  the  future  of  Social  Security  proved  to  be  very  heated  and  con- 
troversial. Enormous  disagreements  on  policy  precluded  quick  pas- 
sage of  comprehensive  legislation.  At  the  end  of  1981,  in  an  effort 
to  break  the  impasse,  the  President  appointed  a  15-member,  bipar- 
tisan, National  Commission  on  Social  Security  Reform  to  search  for 
a  feasible  solution  to  Social  Security's  financing  problem.  The  Com- 
mission was  given  a  year  to  develop  a  consensus  approach  to  fi- 
nancing the  system. 

Meanwhile,  the  condition  of  the  Social  Security  trust  funds  wors- 
ened. By  the  end  of  1981,  OASDI  reserves  had  declined  to  $24.5 
billion,  an  amount  sufficient  to  pay  benefits  for  only  1.5  months.  By 
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November  1982,  the  OASI  trust  fund  had  exhausted  its  cashable 
reserves  and  in  November  and  December  was  forced  to  borrow 
$17.5  billion  from  DI  and  HI  trust  fund  reserves  to  finance  benefit 
payments  through  July  1983. 

The  delay  in  the  work  of  the  National  Commission  deferred  the 
legislative  solution  to  Social  Security's  financing  problems  to  the 
98th  Congress.  Nonetheless,  the  Commission  did  provide  clear 
guidance  to  the  new  Congress  on  the  exact  dimensions  of  the  var- 
ious financing  problems  in  Social  Security,  and  on  a  viable  package 
of  solutions. 

(B)  THE  SOCIAL  SECURITY  ACT  AMENDMENTS  OF  1983 

Once  the  National  Commission  on  Social  Security  Reform 
reached  agreement  on  its  recommendations,  Congress  moved  quick- 
ly to  enact  legislation  to  restore  financial  solvency  to  the  OASDI 
trust  funds.  This  comprehensive  package  eliminated  a  major  deficit 
which  had  been  expected  to  accrue  over  75  years. 

The  underlying  principle  of  the  Commission's  bipartisan  agree- 
ment and  the  1983  amendments  was  to  share  the  burden  restoring 
solvency  to  Social  Security  equitably  between  workers,  Social  Secu- 
rity beneficiaries,  and  transfers  from  other  Federal  budget  ac- 
counts. The  Commission's  recommendations  split  the  near-term 
costs  roughly  into  thirds:  32  percent  of  the  cost  was  to  come  from 
workers  and  employers,  38  percent  was  to  come  from  beneficiaries, 
and  30  percent  was  to  come  from  other  budget  accounts — including 
contributions  from  new  Federal  employees.  The  long-term  propos- 
als, however,  shifted  almost  80  percent  of  the  costs  to  future  bene- 
ficiaries. 

The  major  changes  in  the  OASDI  Program  resulting  from  the 
1983  Social  Security  Amendments  were  in  the  areas  of  coverage, 
the  tax  treatment  and  annual  adjustment  of  benefits,  and  payroll 
tax  rates.  Key  provisions  included: 

Coverage. — All  Federal  employees  hired  after  January  1, 
1984,  were  covered  under  Social  Security,  as  were  all  current 
and  future  employees  of  private,  nonprofit,  tax-exempt  organi- 
zations. State  and  local  governments  were  prohibited  from  ter- 
minating coverage  under  Social  Security. 

Benefits. — COLA  increases  were  shifted  to  a  calendar  year 
basis,  with  the  July  1983  COLA  delayed  to  January  1984.  A 
COLA  fail-safe  was  set  up  so  that  whenever  trust  fund  re- 
serves do  not  equal  a  certain  fraction  of  outgo  for  the  upcoming 
vear_15  percent  until  December  1988;  20  percent  thereafter— 
the  COLA  will  be  calculated  on  the  lesser  of  wage  or  price 
index  increases. 

Taxation.— One-half  of  Social  Security  benefits  received  by 
taxpayers  whose  income  exceeds  certain  limits — $25,000  for  an 
individual  and  $32,000  for  a  couple— were  made  subject  to  in- 
come taxation,  with  the  additional  tax  revenue  being  funneled 
back  into  the  retirement  trust  fund. 

Payroll  Taxes.— The  previous  schedule  of  payroll  tax  in- 
creases was  accelerated,  and  self-employment  tax  rates  were 
increased. 
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Retirement  Age  Increases. — An  increase  in  the  retirement  age 
from  65  to  67  was  scheduled  to  be  gradually  phased  in  between 
the  years  2000  to  2022. 

(C)  TRUST  FUND  PROJECTIONS 

In  future  years,  the  Social  Security  trust  funds  income  and  outgo 
are  tied  to  a  variety  of  economic  and  demographic  factors,  including 
economic  growth,  inflation,  unemployment,  fertility,  and  mortality. 
To  predict  the  future  state  of  the  OASI  and  DI  trust  funds,  esti- 
mates are  prepared  using  three  different  sets  of  assumptions.  Al- 
ternative I  is  designated  as  the  most  optimistic,  followed  by  inter- 
mediate assumptions  II  and  finally  the  more  pessimistic  alter- 
native III.  The  intermediate  II  assumption  is  the  most  commonly 
used  scenario.  Actual  experience,  however,  could  fall  outside  the 
bounds  of  any  of  these  assumptions. 

One  indicator  of  the  health  of  the  Social  Security  trust  funds  is 
the  contingency  fund  ratio,  a  number  which  represents  the  ability 
of  the  trust  funds  to  pay  benefits  in  the  near  future.  The  ratio  is 
determined  from  the  percentage  of  1  year's  payments  which  can  be 
paid  with  the  reserves  available  at  the  beginning  of  the  year. 
Therefore,  a  contingency  ratio  of  50  percent  represents  6  months  of 
outgo. 

Trust  fund  reserve  ratios  hit  a  low  of  11  percent  at  the  beginning 
of  1983,  but  increased  to  approximately  107  percent  by  1993.  Based 
on  intermediate  assumptions,  the  contingency  fund  ratio  is  pro- 
jected to  increase  to  116  percent  by  the  beginning  of  1994.  Even 
under  pessimistic  assumptions,  assets  are  projected  to  reach  121 
percent  by  the  beginning  of  1995. 

(D)  OASDI  NEAR-TERM  FINANCING 

Combined  Social  Security  trust  fund  assets  are  expected  to  in- 
crease over  the  next  5  years.  Indeed,  according  to  the  1993  Trust- 
ees Report,  OASI  assets  will  be  sufficient  to  meet  the  required  ben- 
efit payments  throughout  and  far  beyond  the  upcoming  5-year  pe- 
riod. However,  as  discussed  earlier,  SSDI  trust  fund  assets  could 
decline  to  dangerously  low  levels. 

The  projected  expansion  in  the  OASDI  reserves  is  partly  a  result 
of  recent  payroll  tax  increases — from  6.06  percent  (with  an  upper 
limit  of  $48,000)  in  1989  to  6.2  percent  in  1990.  The  OASDI  re- 
serves are  expected  to  steadily  build  for  the  next  20  to  25  years  as 
a  result  of  both  the  1990  tax  increase  and  an  anticipated  leveling 
off  in  the  growth  rate  of  new  retirees. 

(E)  OASDI  LONG-TERM  FINANCING 

In  the  long  run,  the  Social  Security  trust  funds  will  experience 
three  decades  of  rapid  growth,  followed  by  continuing  annual  defi- 
cits thereafter.  Under  the  intermediate  assumptions,  over  the  next 
75  years  as  a  whole,  the  cost  of  the  program  is  expected  to  exceed 
its  income  by  10  percent.  However,  the  expected  surplus  revenue 
of  the  system  over  the  next  20  or  30  years  provides  ample  time  to 
monitor  the  program  and  take  actions  to  ensure  its  solvency. 

It  should  be  emphasized  that  the  OASDI  trust  fund  experience 
in  each  of  the  three  25-year  periods  between  1992  and  2067  varies 
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considerably.  In  the  first  25-year  period— 1993  to  2017— revenues 
are  expected  to  exceed  costs  by  0.86  percent  of  taxable  payroll.  As 
a  result  of  these  surpluses,  contingency  fund  ratios  are  expected  to 
build  to  approximately  298  percent  by  the  year  2015. 

In  the  second  25-year  period — 2018  to  2042 — the  financial  condi- 
tion of  OASDI  is  expected  to  begin  to  deteriorate  and  be  insolvent 
by  the  end  of  the  period.  Trust  fund  reserves  are  expected  to  de- 
cline to  33  percent  of  outgo  by  2035.  Positive  actuarial  balances  are 
expected  through  the  year  2016,  with  negative  balances  occurring 
thereafter.  Negative  deficits  are  projected  to  peak  around  the  year 
2035,  at  3.46  percent  of  taxable  payroll.  This  combination  of  sur- 
pluses and  deficits  will  result  in  an  average  deficit  of  2.63  percent 
of  taxable  payroll  over  this  25-year  period. 

The  third  25-year  period — 2043  to  2067 — is  expected  to  be  one  of 
continuous  deficits.  Program  costs  will  continue  to  grow  and  re- 
main above  annual  revenues.  By  the  end  of  this  period,  continuing 
deficits  are  expected  to  have  depleted  the  trust  funds.  Under  inter- 
mediate assumptions,  exhaustion  of  reserves  is  projected  to  occur 
by  2036.  If  considered  separately,  depletion  of  DI  reserves  is  ex- 
pected by  1995,  while  OASI  trust  fund  exhaustion  is  projected  for 
the  year  2044.  Annual  OASDI  deficits  over  the  25-year  period  are 
expected  to  average  4. 10  percent  of  taxable  payroll. 

(1)  Midterm  Reserves 

In  the  years  between  1993  and  2018,  it  is  projected  that  Social 
Security  will  receive  far  more  in  income  than  it  must  distribute  in 
benefits.  Under  current  law,  these  reserves  will  be  invested  in  in- 
terest-bearing Federal  securities,  and  will  be  redeemable  by  Social 
Security  in  the  years  in  which  benefit  expenditures  exceed  payroll 
tax  revenues— 2016  through  2067.  During  the  years  in  which  the 
assets  are  accumulating,  these  reserves  will  far  exceed  the  amount 
needed  to  buffer  the  OASDI  funds  from  unfavorable  economic  con- 
ditions. As  a  matter  of  policy,  there  is  considerable  controversy  over 
the  purpose  and  extent  of  these  reserve  funds,  and  the  political  and 
economic  implications  they  entail. 

During  the  period  in  which  Social  Security  trust  fund  reserves 
are  accumulating,  the  surplus  funds  can  be  used  to  finance  other 
Government  expenditures.  During  the  period  of  OASDI  shortfalls, 
the  Federal  securities  previously  invested  will  be  redeemed,  caus- 
ing income  taxes  to  buttress  Social  Security.  In  essence,  the  assets 
Social  Security  accrues  represent  internally  held  Federal  debt, 
which  is  equivalent  to  an  exchange  of  tax  revenues  over  time. 

Though  the  net  effect  on  revenues  of  this  exchange  is  the  same 
as  if  Social  Security  taxes  were  lowered  and  income  taxes  raised 
in  the  1990's  and  Social  Security  taxes  raised  and  income  taxes 
lowered  in  2020,  the  two  tax  methods  have  vastly  different  dis- 
tributional consequences.  The  significance  lies  with  the?  fact  that 
there  is  incentive  to  spend  reserve  revenues  in  the  1990's  and  cut 
back  on  underfunded  benefits  after  2020.  The  growing  trust  fund 
reserves  enable  the  Congress  to  spend  more  money  elsewhere  with- 
out raising  taxes  or  borrowing  from  private  markets.  At  some 
point,  however,  either  general  revenues  will  have  to  be  increased 
or  spending  will  have  to  be  drastically  cut  when  the  debt  to  Social 
Security  has  to  be  repaid. 
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(2)  Long-Term  Deficits 

The  long-run  financial  strain  on  Social  Security  is  expected  to  re- 
sult from  the  problems  of  financing  the  needs  of  an  expanding  older 
population  on  an  eroding  tax  base.  The  expanding  population  of 
older  persons  is  due  to  longer  age  spans,  earlier  retirements,  and 
the  unusually  high  birth  rates  after  World  War  II,  producing  the 
so-called  baby-boom  generation  who  will  retire  beginning  in  20 
years.  The  eroding  tax  base  in  future  years  is  forecast  as  a  result 
of  falling  fertility  rates. 

This  relative  increase  in  the  number  of  beneficiaries  will  pose  a 
problem  if  the  Social  Security  tax  base  is  allowed  to  erode.  If  cur- 
rent trends  continue  and  nontaxable  fringe  benefits  grow,  less  and 
less  compensation  will  be  subject  to  the  Social  Security  payroll  tax. 
In  1950,  fringe  benefits  accounted  for  only  5  percent  of  total  com- 
pensation, and  FICA  taxes  were  levied  on  95  percent  of  compensa- 
tion. By  1980,  fringe  benefits  had  grown  to  account  for  16  percent 
of  compensation.  Continuation  in  this  rate  of  growth  in  fringe  bene- 
fits, as  projected  by  the  Social  Security  actuaries,  might  eventually 
exempt  over  one-third  of  payroll  from  Social  Security  taxes.  This 
would  be  a  substantial  erosion  of  the  Social  Security  tax  base  and 
might  undermine  the  long-term  solvency  of  the  system. 

While  the  absolute  cost  of  funding  Social  Security  is  expected  to 
increase  substantially  over  the  next  75  years,  the  cost  of  the  sys- 
tem relative  to  the  economy  as  a  whole  will  not  necessarily  rise 
greatly  over  1970's  levels.  Currently,  Social  Security  benefits  cost 
approximately  4.92  percent  of  the  GDP.  Under  intermediate  as- 
sumptions— with  1.1  percent  real  wage  growth — Social  Security  is 
expected  to  rise  to  6.68  percent  of  the  GDP  by  2070. 

Although  there  is  no  question  that  reserves  in  the  Social  Security 
trust  funds  will  build  up  well  beyond  the  turn  of  the  century,  it 
nevertheless  must  be  remembered  that  Social  Security  remains 
vulnerable  to  general  economic  conditions  and  should  those  condi- 
tions deteriorate,  the  Congress  may  need  to  revisit  the  financing  of 
the  system.  Furthermore,  Social  Security  is  not  immune  from  polit- 
ical pressures  to  change  its  structure,  notwithstanding  its  financial 
condition.  Indeed,  political  and  economic  pressures  in  coming  years 
to  use  the  trust  funds  to  reduce  the  Federal  budget  deficit  may 
overshadow  the  attention  paid  to  maintaining  Social  Security's  sol- 
vency. 

(F)  SOCIAL  SECURITY'S  RELATION  TO  THE  BUDGET 

Over  the  last  decade,  Social  Security  has  repeatedly  been  entan- 
gled in  debates  over  the  Federal  budget.  While  the  inclusion  of  So- 
cial Security  trust  fund  shortages  in  the  late  1970's  initially  had 
the  effect  of  inflating  the  apparent  size  of  the  deficit  in  general  rev- 
enues, the  reserve  that  has  accumulated  in  recent  years  has  served 
to  mask  its  true  magnitude.  In  fact,  many  Members  of  Congress 
contend  that  the  inclusion  of  the  surpluses  has  disguised  the  enor- 
mity of  the  Nation's  fiscal  problems  and  delayed  true  deficit  reduc- 
tion. For  these  same  reasons,  there  has  been  increasing  concern 
over  the  temptation  to  cut  Social  Security  benefits  to  further  re- 
duce the  apparent  size  of  the  budget  deficit. 
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An  amendment  was  included  in  the  1990  Omnibus  Budget  Rec- 
onciliation Act  (P.L.  101-508),  to  remove  the  Social  Security  trust 
funds  from  the  GRH  deficit  reduction  calculations.  Many  noted 
economists  had  advocated  the  removal  of  the  trust  funds  from  defi- 
cit calculations.  They  argued  that  the  current  use  of  the  trust  funds 
contributes  to  the  country's  growing  debt,  and  that  the  Nation  is 
missing  tremendous  opportunities  for  economic  growth.  A  January 
1989  GAO  report  states  that  if  the  Federal  deficit  was  reduced  to 
zero,  and  the  reserves  were  no  longer  used  to  offset  the  deficit, 
there  would  be  an  increase  in  national  savings,  and  improved  pro- 
ductivity and  international  competitiveness.  The  National  Eco- 
nomic Commission,  which  released  its  report  in  March  1989,  dis- 
agreed among  its  members  over  how  to  tame  the  budget  deficit. 
Yet,  the  one  and  only  recommendation  upon  which  they  unani- 
mously agreed  is  that  the  Social  Security  trust  funds  should  be  re- 
moved from  the  GRH  deficit  reduction  process. 

Taking  Social  Security  off-budget  was  partially  accomplished  by 
the  1983  Social  Security  Act  Amendments  and,  later,  by  the  1985 
GRH  Act.  The  1983  Amendments  required  that  Social  Security  be 
removed  by  the  unified  Federal  budget  by  fiscal  year  1993,  and  the 
subsequent  GRH  law  accelerated  this  removal  to  fiscal  year  1986. 
To  further  protect  the  Social  Security  trust  funds,  Social  Security 
was  barred  from  any  GRH  across-the-board  cut  or  sequester. 

In  OBRA  90,  Social  Security  was  finally  removed  from  the  budg- 
et process  itself.  It  was  excluded  from  being  counted  with  the  rest 
of  the  Federal  budget  in  budget  documents,  budget  resolutions,  or 
reconciliation  bills.  Inclusion  of  Social  Security  changes  as  part  of 
a  budget  resolution  or  reconciliation  bill  was  made  subject  to  a 
point  of  order  which  may  be  waived  by  either  body. 

However,  administrative  funds  for  SSA  were  not  placed  outside 
of  the  budget  process  by  the  1990  legislation,  according  to  the  Ad- 
ministration's interpretation  of  the  new  law.  This  interpretation  is 
at  odds  with  the  intentions  of  many  Members  of  Congress  who 
were  involved  with  enacting  the  legislation.  It  leaves  SSA's  admin- 
istrative budget,  which  like  other  Social  Security  expenditures  is  fi- 
nanced from  the  trust  funds,  subject  to  pressures  to  offset  spending 
in  other  areas  of  the  Federal  budget.  Legislation  was  introduced  in 
1991  by  Senators  Sasser  and  Pryor  to  take  the  administrative  ex- 
penses off-budget,  but  was  not  enacted.  The  Clinton  Administration 
has  continued  to  employ  the  same  interpretation  of  the  1990  law. 

(G)  NEW  RULES  GOVERNING  SOCIAL  SECURITY  AND  THE  BUDGET 

Congess  created  new  rules  in  1990,  as  part  of  OBRA  90  (P.L. 
101-508),  known  as  "fire  wall"  procedures  designed  to  make  it  dif- 
ficult to  diminish  Social  Security  reserves.  The  Senate  provision 
prohibits  the  consideration  of  a  budget  resolution  calling  for  a  re- 
duction in  Social  Security  surpluses  and  bars  consideration  of  legis- 
lation causing  the  aggregate  level  of  Social  Security  spending  to  be 
exceeded.  The  House  provision  creates  a  point  of  order  to  prohibit 
the  consideration  of  legislation  that  would  change  the  actuarial  bal- 
ance of  the  Social  Security  trust  funds  over  a  5-year  or  75-penod. 
These  fire  wall  provisions  will  make  it  more  difficult  to  enact 
changes  in  the  payroll  tax  rates  or  in  other  aspects  of  the  Social 
Security  programs  such  as  benefit  changes. 
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3.  Administrative  Issues 

In  recent  years,  Congress  has  monitored  closely  the  performance 
of  the  SSA  in  carrying  out  its  most  basic  mission — high-quality 
service  to  the  public.  In  the  1950's  and  1960's,  SSA  was  viewed  as 
a  flagship  agency,  marked  by  high  employee  morale  and  excellence 
in  management  and  services.  In  the  past  15  years,  however,  many 
have  contended  that  the  agency  has  lost  its  edge,  and  the  quality 
of  service  has  declined.  Factors  cited  as  causing  this  decline  include 
new  agency  responsibilities,  including  the  creation  of  SSI  in  1972, 
staff  reductions  in  the  1980's,  inadequate  administrative  budgets, 
and  multiple  reorganization  efforts.  Many  claim  that  the  agency 
has  sacrificed  the  quality  of  service  to  the  public  in  an  effort  to  cut 
costs  through  technology,  and  that  public  confidence  in  the  agency 
consequently  has  declined.  Despite  major  investments  by  Congress, 
SSA  remains  troubled  by  computer,  telephone,  and  other  techno- 
logical problems. 

These  criticisms  have  led  Congress  to  intensify  oversight  of  SSA, 
including  numerous  congressional  hearings  and  requests  for  GAO 
investigations  of  SSA  problems.  One  outcome  has  been  an  ongoing 
review  of  the  agency  by  the  GAO.  During  the  past  several  years, 
GAO  has  released  a  series  of  reports  on  SSA  staff  reductions  and 
their  effect  on  the  quality  of  service  provided  to  the  public,  pay- 
ment accuracy  to  beneficiaries,  problems  with  the  agency's  creation 
of  a  national  800-telephone  number  system,  and  fragmented  lead- 
ership. In  1994,  these  concerns  will  be  used  to  support  arguments 
to  make  SSA  an  independent  agency  and  to  ensure  that  adequate 
resources  are  available  to  improve  public  service. 

(A)  STAFF  REDUCTIONS 

Efforts  to  reduce  the  size  of  SSA's  staff  over  recent  years  have 
continued  to  raise  concerns  about  a  deterioration  in  the  agency's 
quality  of  public  service.  In  1993,  SSA  personnel  totalled  64,000, 
down  17,000  from  the  staffing  level  of  1985.  In  view  of  continued 
congressional  attention  on  the  damaging  consequences  of  cutbacks 
in  staff,  further  proposals  regarding  staffing  levels  will  be  met  with 
concern  on  Capitol  Hill.  While  additional  large  cuts  may  not  be 
made,  the  damage  from  previous  staff  cuts  continues  to  hurt  public 
service. 

The  philosophy  guiding  the  SSA  cuts  was  embodied  in  the  1983 
Grace  Commission  report,  which  recommended  that  SSA  eliminate 
17,000  staff  positions  and  close  over  800  field  offices,  based  upon 
the  rationale  that  operating  a  single  large  office  in  a  city  of  500,000 
to  1  million  would  be  cheaper  than  operating  several  small  offices. 
Critics  pointed  out,  however,  that  the  Grace  Commission's  ration- 
ale rested  entirely  on  cost  factors,  and  failed  to  assess  the  effect  of 
closings  on  the  quality  of  public  service. 

While  most  critics  recognized  that  SSA  needed  to  monitor  its  op- 
erating costs  closely  and  that  some  staff  reductions  and  office  clos- 
ings may  have  been  necessary,  they  nonetheless  believe  that  SSA 
has  been  pursuing  cost  cuts  without  regard  to  the  quality  of  service 
being  provided.  Congressional  testimony  and  GAO  reports  contin- 
ued to  reveal  in  1993  that  severe  stress  from  increasing  workloads 
is  contributing  to  a  deterioration  of  overall  staff  effectiveness.  Crit- 
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ics  cited  the  consequential  loss  of  confidence  in  the  system  among 
younger  workers,  a  declining  number  of  whom  plan  to  make  a  ca- 
reer of  Social  Security.  Moreover,  many  older  workers  state  that 
their  only  reason  for  remaining  with  the  agency  is  to  keep  their 
Civil  Service  retirement  benefits.  The  combination  of  many  employ- 
ees fast  approaching  retirement  age,  along  with  the  SSA's  increas- 
ing difficulty  in  retaining  a  pool  of  younger,  lower-level  employees, 
threatens  the  future  effectiveness  of  the  agency. 

Dr.  Arthur  Flemming,  former  Secretary  of  the  Department  of 
Health,  Education,  and  Welfare,  has  expressed  concern  that  this 
problem  could  have  severe  repercussions,  especially  given  the  rapid 
aging  of  the  American  work  force.  According  to  Dr.  Flemming,  mo- 
rale problems  within  SSA  are  so  severe  that  we  stand  to  witness 
a  deterioration  in  the  caliber  of  SSA  personnel  at  just  the  time 
when  the  burdens  become  heavier.  A  panel  he  chaired  rec- 
ommended in  1992  that  6,000  new  staff  be  added  at  SSA. 

Correcting  the  staff  imbalances  and  shortages  will  be  difficult  in 
the  future  because  the  Clinton  Administration  is  committed  to  re- 
ducing the  Federal  workforce  by  252,000  positions.  Given  the  over- 
all caps  on  staff,  it  will  be  difficult  if  not  impossible  for  SSA  to  re- 
store the  staff  needed  to  fulfill  its  statutory  obligations.  Creative 
use  of  existing  staff  and  better  use  of  technology  will  he  required 
for  SSA  to  respond  to  its  growing  workload  problems. 

(B)  NATIONWIDE  TOLL-FREE  NUMBER 

In  1993,  problems  continued  to  plague  SSA's  effort  to  operate  a 
nationwide  800  telephone  number.  On  October  1,  1988,  SSA 
launched  a  toll-free  telephone  system  throughout  60  percent  of  the 
Nation  that  bypassed  the  agency's  network  of  local  Social  Security 
field  offices.  From  that  point,  in  the  entire  system,  all  calls  to  local 
Social  Security  offices  were  re-routed  to  a  small  number  of 
teleservice  centers.  Despite  a  number  of  serious  problems  with  the 
system  and  persistent  congressional  criticism,  a  year  later  the  toll- 
free  line  went  into  effect  throughout  the  entire  country. 

Since  1990,  the  first  year  of  nationwide  operation,  callers  to 
SSA's  toll-free  line  frequently  were  unable  to  get  through  or  to  ob- 
tain accurate  information  when  they  did.  A  hearing  of  the  Special 
Aging  Committee  in  May  1990  explored  evidence  that  longstanding 
problems  had  grown  worse.  A  GAO  study  commissioned  by  the 
Committee  found  that  43  percent  of  callers  who  were  evaluated  got 
wrong  answers.  One  in  five  got  wrong  answers  that  could  affect 
their  benefit  amounts.  In  addition,  it  was  revealed  that  busy  signal 
rates  above  50  percent  were  commonplace.  A  hearing  of  the  Senate 
Special  Committee  on  Aging  in  April  1989  had  revealed  survey  re- 
sults showing  that  nearly  one  in  four  callers  was  given  the  wrong 
answer  to  questions  about  Supplemental  Security  Income  (SSI). 
Anecdotal  reports  continued  to  indicate  in  1993  that  inaccurate  in- 
formation continued  to  go  out  over  the  line. 

Prior  to  the  implementation  of  the  toll-free  telephone  system,  the 
GAO  completed  a  study  on  how  the  SSA  planned  to  avoid  high 
rates  of  busy  signals.  The  study,  conducted  at  the  request  of  Sen- 
ator David  Pryor,  reported  that  SSA  claimed  that  it  would  carefully 
limit  the  promotion  of  the  new  toll-free  line  and  work  closely  with 
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aging  advocacy  groups  to  ensure  that  they  did  not  over-sell  the 
number.  Unfortunately,  many  of  these  steps  were  not  taken. 

Amid  growing  congressional  criticism  of  the  toll-free  system,  SSA 
began  detailing  staff  out  of  Social  Security  field  offices  and  into  the 
teleservice  centers  to  help  answer  calls.  According  to  GAO,  some  of 
these  staff  were  unqualified  to  do  so,  while  the  accompanying  drain 
on  field  staff  jeopardized  the  ability  of  those  offices  to  serve  the 
public.  GAO  also  concluded  that  studies  SSA  presented  at  the 
Aging  Committee  hearing  showing  very  low  error  rates  were  not 
methodologically  sound  and  were,  therefore,  inconclusive. 

From  the  start,  SSA  aggressively  promoted  the  new  service 
throughout  the  Nation  as  giving  "the  public  one  more  option — for 
many,  the  most  convenient  option — of  doing  business  with  SSA." 
Critics  of  the  new  system,  however,  contended  that  this  was  mis- 
leading because  under  the  new  system  the  public  lost  the  ability 
to  contact  their  local  Social  Security  field  office. 

In  theory,  many  calls  to  the  800-number  which  require  action  by 
a  field  office  were  referred  to  the  field  office  staff  for  a  follow-up 
call.  In  practice,  a  GAO  study  for  Congressman  Andrew  Jacobs,  Jr., 
that  was  released  in  July  1990  found  that  about  one  in  four  callers 
surveyed  never  received  a  follow-up  contact  from  a  field  office.  This 
study  drew  sharp  criticism  of  SSA  by  a  number  of  Members  of  Con- 
gress and  revealed  the  failure  of  the  system  to  function  as  prom- 
ised. 

When  callers  of  the  toll-free  line  realized  that  they  could  no 
longer  speak  with  staff  in  their  local  SSA  office,  many  became 
upset  and  reluctant  to  discuss  their  financial  affairs  with  a  strang- 
er. Moreover,  callers  could  not  reach  the  same  person  twice  over 
the  toll-free  line  when  a  problem  arose  that  required  more  than  one 
call  to  settle. 

There  is  also  a  concern  that  callers  may  be  given  wrong  informa- 
tion as  a  result  of  their  call  being  handled  out  of  State.  For  exam- 
ple, individuals  with  questions  about  their  State's  SSI 
supplementation  rate  may  be  given  the  rate  for  the  State  in  which 
their  call  is  taken  rather  than  made. 

Given  the  overwhelming  evidence  of  the  800-number  system's 
problems  and  widespread  public  dissatisfaction  which  was  commu- 
nicated to  Members  of  Congress,  a  bill  by  Senator  Pryor  and  Con- 
gressman Sander  Levin  to  require  SSA  to  restore  access  to  local  of- 
fices was  enacted  in  1990.  The  bill  was  strongly  opposed  by  the 
Bush  Administration  and  SSA.  Despite  these  objections,  Congress 
had  become  frustrated  with  the  system's  repeated  failures,  SSA's 
unwillingness  to  reform  and  decentralize  the  system  administra- 
tively, and  the  continued  drain  the  system  created  on  other  agency 
resources,  including  staff.  After  numerous  hearings,  GAO  reports 
and  Committee  investigations,  Congress  took  the  extraordinary 
step  of  enacting  legislation  governing  SSA's  telephone  system,  be- 
cause of  the  perception  on  Capitol  Hill  of  SSA's  unwillingness  to 
address  concerns  that  had  been  repeatedly  expressed. 

Congress  also  enacted  as  part  of  OBRA  90  (P.L.  101-508)  a  pro- 
vision to  improve  the  800-number  system  by  requiring  SSA  to  con- 
duct demonstration  projects  in  no  fewer  than  three  teleservice  cen- 
ters. As  part  of  the  project,  individuals  who  call  SSA  will  be  pro- 
vided with  a  written  receipt  which  includes  the  date  of  the  commu- 
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nication,  a  description  of  the  nature  of  the  communication,  and  any 
action  SSA  will  take  or  any  advice  provided.  The  objective  of  the 
projects  is  to  make  SSA  accountable  for  information  and  advice  of- 
fered over  the  800-number,  and  to  provide  callers  with  a  receipt  of 
contact  to  clarify  for  them  what  can  be  expected  as  a  result  of  the 
call. 

In  defense  of  the  new  toll-free  line,  SSA  contended  that  the  over- 
whelming number  of  calls  was  evidence  of  its  popularity  and  the 
public's  implicit  approval  of  the  teleservice  system.  In  response, 
critics  pointed  to  the  agency's  aggressive  promotion  of  the  service 
and  the  fact  that  those  in  need  of  assistance  from  SSA  have  no 
choice  but  to  call  the  toll-free  line. 

The  most  controversial  problem  with  SSA's  implementation  of 
the  legislation  remained  in  1993  because  SSA's  unwillingness  to  re- 
store telephone  lines  that  were  removed  when  the  800-number  was 
established.  Despite  calls  from  Capitol  Hill,  including  concern  ex- 
pressed by  Senator  Pryor,  SSA  insisted  that  merely  publishing 
local  numbers  in  telephone  books  was  sufficient  to  meet  the  re- 
quirement to  reestablish  public  access.  Hill  critics  have  pointed  out 
that  the  local  numbers  are  of  little  use  if  there  is  an  inadequate 
number  of  phone  lines  necessary  to  make  contact  with  SSA  staff. 

As  a  result,  Congress  approved  legislation  in  1992,  promoted  by 
Congressman  Jacobs  and  Senator  Pryor,  to  require  SSA  to  restore 
every  phone  line  that  was  in  place  before  the  800-number  was  put 
into  effect.  The  legislation,  however,  was  included  on  a  1992  tax 
bill  that  was  vetoed  by  the  President.  Again  in  1993,  the  House  of 
Representatives  approved  the  provision  again  as  part  of  the  budget 
bill.  The  provision  was  not  included  in  the  final  legislation,  how- 
ever, because  it  was  dropped  along  with  all  other  Social  Security 
provisions  for  procedural  reasons.  While  this  legislation  should 
have  been  unnecessary,  because  it  merely  restated  more  explicitly 
a  requirement  that  had  already  been  approved  as  part  of  OBRA  90, 
it  was  prompted  by  concern  on  Capitol  Hill  about  SSA's  commit- 
ment to  carry  out  the  new  law. 

In  1993,  discussions  were  undertaken  between  SSA  staff  and 
congressional  staff  about  alternative  nonlegislative  solutions.  In 
order  to  avoid  legislation,  SSA  would  probably  need  to  take  meas- 
ures on  its  own  to  restore  phone  lines  that  had  been  removed. 
Short  of  such  a  gesture,  legislation  is  likely  to  be  enacted  in  1994. 

(C)  SSA  AS  AN  INDEPENDENT  AGENCY 

During  the  past  two  decades,  many  have  argued  that  SSA's  ad- 
ministrative performance  would  be  improved  if  it  were  established 
as  a  separate  agency,  independent  of  the  Department  of  Health 
and  Human  Services  (HHS).  In  1993,  the  concept  of  making  SSA 
an  independent  agency  reemerged  as  a  serious  priority.  This  pro- 
posal had  not  received  serious  consideration  since  1989.  In  1989, 
differing  proposals  to  accomplish  the  same  end  were  approved  by 
the  House  and  the  Senate  Finance  Committee  and  headed  toward 
enactment.  As  with  many  other  proposals,  it  was  not  included  in 
the  final  version  of  the  reconciliation  bill.  Despite  this  consider- 
ation, large  differences  remained  between  the  House  and  Senate 
versions,  and  the  Administration  remained  intensely  opposed  to  the 
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idea,  with  top  officials  threatening  to  recommend  that  the  Presi- 
dent veto  any  proposal  to  make  SSA  independent. 

Again  in  1992,  the  Senate  Finance  Committee  approved  a  Moy- 
nihan  bill,  S.  33,  to  make  SSA  independent  along  the  same  lines 
proposed  by  the  Senate  in  1989.  However,  partly  as  a  result  of  this 
lack  of  consensus,  the  proposal  was  not  taken  up  on  the  Senate 
floor  and  the  bill  died  at  the  end  of  the  102nd  Congress. 

In  1993,  Senator  Moynihan  became  Chairman  of  the  Senate  Fi- 
nance Committee,  and  again  the  Committee  approved  an  independ- 
ent agency  bill  along  the  lines  of  S.  33.  This  time,  prospects  for  en- 
actment are  greater  due  to  Senator  Moynihan 's  deep  commitment 
to  the  proposal  and  his  elevated  position. 

Looking  back  over  the  history  of  this  issue,  in  its  March  1981 
recommendations,  the  National  Commission  on  Social  Security  en- 
dorsed the  establishment  of  an  independent  agency,  as  did  a  major- 
ity of  the  members  of  the  1983  National  Commission  on  Social  Se- 
curity Reform.  Many  have  recommended  that  a  bipartisan  board 
manage  and  oversee  Social  Security,  as  was  the  case  in  the  first 
years  of  the  program — 1935-39.  Advocates  of  an  independent  agen- 
cy often  cite  the  need  for  continuous,  consistent  leadership  in  Social 
Security,  which  is  needed  to  improve  long-term  management  and 
effectiveness  of  the  agency,  and  believe  that  independence  is  a 
means  toward  that  end.  They  argue  that  Social  Security,  as  an  en- 
titlement program,  should  be  shielded  from  short-term  partisan 
politics  and  bureaucratic  infighting,  and  that  administrative  inde- 
pendence would  enhance  public  confidence  in  the  program.  Critics 
maintain  that  administrative  independence  does  little  by  itself  to 
ensure  continuity  of  leadership  or  to  insulate  the  agency  from  poli- 
tics. 

The  1983  Social  Security  Act  Amendments,  in  keeping  with  the 
National  Commission's  recommendation  for  agency  independence, 
authorized  the  establishment  of  the  Congressional  Panel  on  Social 
Security  Organization.  The  panel  was  instructed  to  identify  an  ap- 
propriate method  of  removing  the  SSA  from  HHS  and  establishing 
SSA  as  an  independent  agency,  with  its  own  administrative  struc- 
ture and  responsibilities. 

The  panel  recommended  to  Congress  that  an  independent  SSA 
should  be  headed  by  a  single  administrator,  appointed  to  a  statu- 
tory 4-year  term  by  the  President  with  the  advice  and  consent  of 
the  Senate.  It  suggested  that  SSA  be  responsible  for  the  OASDI 
and  SSI  programs  only,  exclusive  of  Medicare  or  Medicaid.  To  lead 
the  agency,  it  proposed  establishing  a  permanent,  bipartisan  advi- 
sory board  of  nine  members— five  appointed  by  the  President,  two 
by  the  Senate,  and  two  by  the  House — to  oversee  the  program  and 
make  policy  recommendations  to  the  administrator,  the  President, 
and  Congress. 

Sponsors  of  independent  agency  proposals  often  point  out  that 
since  1971,  SSA  has  had  many  different  Commissioners  and  HHS 
has  had  numerous  Secretaries.  SSA  has  been  administratively  re- 
organized a  number  of  times  in  the  past  decade,  resulting  in  little 
continuity  or  long-term  coherence  in  leadership  and  policy.  Iron- 
ically, they  propose  as  a  cure  a  proposal  to  reorganize  SSA.  Fur- 
ther, advocates  point  to  major  policy  debacles  that  have  plagued 
Social  Security  in  the  past  decade,  including  the  crisis  in  the  SSDI 
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program  created  by  the  overzealous  implementation  of  continuing 
disability  reviews,  and  the  retroactive  elimination,  and  subsequent 
restoration  of  the  minimum  benefit.  It  is  contended  that  with  an 
independent  agency,  high  level  leadership  would  be  more  sensitive 
to  the  integrity  of  Social  Security  and  more  effective  in  promoting 
sound  policy  and  administration. 

Both  the  House  and  Senate  Finance  Committee  proposals  for  an 
independent  agency,  which  were  approved  in  1989,  required  SSA  to 
handle  only  the  Social  Security  and  disability  programs,  leaving 
Medicare  and  Medicaid  to  be  handled  by  HHS.  They  differed  in 
that  the  House  proposed  a  three-member  bipartisan  board  in 
charge  of  SSA,  while  the  Senate  Finance  proposal  recommended  a 
single  administrator.  The  same  was  true  of  the  1992  and  1993  Sen- 
ate bills. 

Many  opponents  of  an  independent  SSA  argue  that  conflicts 
could  arise  between  board  members  that  could  impair  the  agency's 
efficiency.  They  add  that  most  agency  problems  do  not  result  from 
SSA's  location  within  HHS,  but  rather  result  from  poor  planning 
and  policymaking.  Organizational  structure  may  be  less  to  blame 
than  bad  leadership,  overwork,  and  low  morale.  Some  claim  that 
changing  the  administrative  structure  will  not  by  itself  eliminate 
policy  problems.  Improvements  can  only  be  accomplished  by  ap- 
pointing intelligent  and  competent  officials.  Opponents  believe  that 
while  the  creation  of  an  independent  SSA  might  alleviate  certain 
management  problems,  it  could  just  as  easily  create  others.  They 
maintain  that  SSA's  current  administrative  problems  have  not  re- 
sulted from  bureaucratic  obstacles  imposed  by  HHS,  the  Office  of 
Personnel  Management,  and  the  General  Services  Administration, 
but  rather  that  those  agencies  provide  valuable  oversight  contribu- 
tions. Some  argue  that  independence  would  strengthen  the  hand  of 
the  Office  of  Management  and  Budget  in  dominating  the  agency. 
Arguments  are  also  made  that  independence  would  not  necessarily 
insulate  SSA  from  politics  nor  insure  elimination  of  the  trouble- 
some, frequent  turnover  of  SSA  Commissioners.  Indeed,  Senator 
Moynihan  proposed  in  1989  that  SSA  should  be  made  a  Cabinet 
level  agency,  despite  arguments  that  such  a  move  could  politicize 
the  agency. 

Many  believe  that  Social  Security's  impact  on  the  Federal  fiscal 
policymaking  agenda  is  too  important  to  allow  the  program  to  es- 
cape difficult  fiscal  choices.  They  argue  that  an  independent  agency 
would  not,  and  should  not,  put  Social  Security  above  politics  and 
that  an  independent  Social  Security  Administration  would  not  exist 
in  a  political  and  philosophical  void.  A  board  appointed  by  the 
President  and  confirmed  by  the  Senate  would  not  necessarily  be  po- 
litically neutral,  nor  would  a  single  administrator.  It  is  precisely 
this  type  of  political  influence  that  advocates  of  an  independent 
agency  seek  to  avoid.  They  argue  that  independence  would  insulate 
Social  Security  programs  from  short-term  fiscal  policy  decisions 
that  could  prove  detrimental  to  the  program's  long-term  efficiency. 
Others,  however,  assert  that  by  establishing  an  independent  tribu- 
nal with  diminished  accountability  to  the  President,  Social  Security 
would  be  less  accountable  to  the  views  of  the  public,  and  less  sub- 
ject to  reform  or  revision  should  that  become  desirable  in  the  fu- 
ture. 
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In  1989,  the  Chairman  of  the  Aging  Committee  requested  a 
study  by  the  GAO  and  another  by  the  National  Academy  of  Public 
Administration  (NAPA)  to  examine  how  to  structure  the  leadership 
of  an  independent  SSA.  Both  GAO  and  Harold  Seidman,  who  au- 
thored the  NAPA  study,  strongly  recommended  that  a  single  ad- 
ministrator be  appointed  rather  than  a  board.  In  1993,  that  study 
was  made  part  of  the  record  when  NAPA  testified  at  a  Finance 
Committee  hearing  on  the  independent  agency  issue. 

According  to  GAO,  the  idea  of  an  independent  SSA  presents  both 
advantages  and  disadvantages.  GAO  believes  that  independence 
could  enhance  the  stature  of  the  Commissioner,  thereby  attracting 
highly  qualified  individuals  to  the  job.  Such  conditions  could  indeed 
enhance  policymaking  and  leadership  continuity.  However,  GAO  is 
troubled  by  the  potentially  detrimental  effects  of  establishing  a 
governing  board.  In  supporting  this  position,  the  agency  cites  fre- 
quent criticisms  of  the  effectiveness  of  similar  boards,  including:  (1) 
untimely  decisions;  (2)  interference  by  board  members  in  the  daily 
operations  of  the  agency;  and  (3)  diffused  accountability.  GAO  be- 
lieves that  confusion  could  develop  regarding  whether  the  Presi- 
dent, the  Commissioner,  or  the  board  would  be  accountable  to  Con- 
gress and  the  public.  GAO  argued  that,  "in  practice,  the  board  form 
of  organization  has  not  proven  effective  in  providing  stable  leader- 
ship, in  insulating  decisions  from  political  pressures,  and  in  assur- 
ing that  diverse  viewpoints  are  considered  the  decisionmaking  proc- 
ess." Although  GAO  declines  to  take  a  position  on  whether  an  inde- 
pendent agency  is  advisable,  they  do  state  that  "on  balance  we  do 
not  believe  that  independence  of  SSA  is  essential  to  solving  the  se- 
rious management  problems  [at  SSA].  Independence  is  not  the  pan- 
acea." 

The  NAPA  concluded,  like  GAO,  that  a  single  administrator  is  a 
superior  form  of  organization  to  a  board  for  a  large  executive  agen- 
cy like  SSA.  Seidman,  writing  for  NAPA,  observed,  "given  the  dif- 
ficulty of  maintaining  a  clear  dividing  line  between  policy  and  ad- 
ministration, few  boards  are  willing  to  delegate  responsibility  for 
day-to-day  management  and  operations  to  a  chief  executive  officer 
or  to  refrain  from  micromanaging."  Decrying  organizational  re- 
sponses to  management  and  policy  problems,  Seidman  wrote,  "In 
the  final  analysis,  public  confidence  in  a  government  agency  is  de- 
termined by  what  it  does,  not  by  how  it  is  organized."  Former  Com- 
missioner Robert  M.  Ball  in  a  separate  statement  issued  under  the 
same  study  by  NAPA  argued  for  a  board  form  of  organization. 
While  conceding  that  "if  all  that  were  at  issue  was  the  efficiency 
of  day-to-day  operations,  it  is  probably  true  that  a  single  head 
would  be  a  slightly  better  form  of  organization,"  Ball  argued  that 
the  board  was  needed  to  give  SSA  the  appearance  of  being  above 
politics,  'to  underline  the  long-range  character  and  trustee  nature 
of  the  government's  responsibility."  He  also  argued  that  a  board 
would  help  prevent  abrupt  shifts  in  policy  that  might  lead  to  un- 
dermining confidence  in  the  program. 

Although  the  bill  approved  by  the  Finance  Committee  is  opposed 

Z    xfn. DePartment  of  Health  and  Human  Services,  the  position  of 

the  White  House  may  well  be  different.  With  support  remaining 

firm  from  Congressman  Jacobs,  the  prospects  look  better  than  ever 

for  this  legislation  to  be  enacted  in  1994.  Perhaps  the  largest  stum- 
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Ming :  block  will  be  the  difference  in  approaches  between  the  House 
and  Senate  over  whether  SSA  should  be  headed  by  a  single  admin 
strator  or  a  board   If  that  can  be  resolved,  and  the  White  Cuse 
lend^support  to  the  effort,  little  stands  in' the  way  of  enactment 

(D)  COMPUTER  MODERNIZATION 

Although  SSA  was  once  a  leader  in  using  automation  to  improve 

w?^f0nS^th?  4?  I0.*,  15,years  hav*  seen  its  compute?  sys 
terns  deteriorate  to  the  brink  of  disaster.  In  the  early  1980's   this 

ttSSSST^  ^^J^^  ^ery  aspect  of  SSA's  orations, in- 
ci^l  fv,        organization,  management,  personnel,  and  ability  to 

?^n^lPU,bllC-  In  ^  Past  de?ade'  SSA  has  made  thre*  attempts 
to  upgrade  its  computer  operations,  none  of  which  have  been  com- 
pletely successful  The  current  effort,  known  as  the  Systems  Mod- 
ernization Plan  (SMP),  began  in  1982.  The  SMP  was  intended  to 
mPr T  major  advanced  data  processing  areas  at  the  agency: 

qqA^t7arefnd,oS?fiW.are  en^neering;  (2)  hardware,  and  therefore 
bbAs  capacity;  (3)  data  communications  utility;  and  (4)  data  base 
integration.  The  main  thrust  of  this  modernization  effort  was  soft 
ware  improvement. 

tio^ffnr?fiQ^P«7wi?riginaUy  de***e&  as  a  5-year  moderniza- 
tion effort  (1982-87),  the  project  remains  to  be  finalized.  The  de- 
sign, testing  and  implementation  of  the  computer  system  will  not 
be  completed  until  some  time  in  the  1990's.  According  to  GAO  this 
will  result  in  delaying  many  needed  improvements  in  SSA's  exist- 
ing post-entitlement  system. 

Despite  SSA's  failures,  Congress  continues  to  provide  funding  for 
large-scale  automation  efforts  at  SSA.  In  the  fiscal  year  1994  ao- 
Eff2$^  rm  fU.ndlnF  SSA1(P'L-  103-112),  Congress  approved 
J£?  iSqq  °n  S  a5*Sma);on  related  ^vestments.  At  the  same  time, 
the  1993  report  of  the  House  and  Senate  Appropriations  Commit- 
tees that  accompanied  Public  Law  103-112  expressed  continuing 
^nC%^au01^  S?Af  automation  initiative.  The  report  noted  that 
the  GAO  had  voiced  concern  about  the  initiative,  and  it  requested 
that  the  Office  of  Technology  Assessment  (OTA)  also  review  SSA's 
automation  efforts  They  requested  that  SSA  work  with  GAO  and 
Y££2  r°  §royiire  addltional  information  prior  to  the  obligation  of 
1994  funds  The  Committee's  report  also  directed  SSA  to  submit  a 
report  to  the  committees  on  the  feasibility  of  establishing  a  part- 
nership with  a  not-for-profit  institution  of  higher  education  for  the 
purpose  of  offering  training  in  state-of-the-art  computer  informa- 
tion systems. 

It  is  important  to  note  that  SSA  has  made  significant  progress 
in  certain  areas  of  its  modernization  plan,  including  considerable 
hardware  improvements  and  some  software  improvements.  How- 
ever, the  agency  has  been  criticized  for  hastily  purchasing  new 
hardware  before  its  future  needs  were  fully  understood.  In  addi- 
tion, crucial  software  modernization  has  been  sluggish. 

SSA's  problems  have  consistently  involved  inefficient  manage- 
ment and  organization,  as  well  as  a  lack  of  planning  for  the  future, 
snorts  to  improve  these  inadequacies  will  take  time;  especially 
when  considering  the  continuing  threat  of  administrative  budget 
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cuts.  However,  faced  with  continued  congressional  scrutiny, 
will  likely  continue  improving  its  modernization  effort. 

4.  Benefit  and  Tax  Issues  and  Legislative  Response 


SSA 


Social  Security  has  a  complex  system  of  determining  benefit  lev- 
els for  the  millions  of  Americans  who  currently  receive  them,  and 
for  all  who  will  receive  them  in  the  future.  Over  time,  this  benefit 
structure  has  evolved,  with  Congress  mandating  changes  when  it 
believed  they  were  necessary.  Given  the  focus  of  Congress  in  1993 
on  paring  back  of  spending,  and  the  hostile  environment  toward 
entitlement  programs,  proposals  for  benefit  improvements  made  no 
progress  in  1993.  The  major  change  in  the  Social  Security  program 
was  increasing  the  taxation  of  benefits  for  beneficiaries  with  higher 
incomes,  designed  not  to  improve  the  program,  but  rather  to  use 
the  Social  Security  for  deficit  reduction. 

(A)  taxation  of  benefits 

The  most  controversial  Social  Security  legislation  of  1993  was  en- 
gendered by  a  proposal  in  the  Clinton  Administration's  1993  deficit 
reduction  proposal  to  increase  taxation  of  Social  Security  benefits 
for  beneficiaries  with  relatively  higher  incomes.  Under  prior  law,  if 
a  taxpayer's  modified  adjusted  gross  income  (AGI  plus  tax-exempt 
interest  plus  foreign  source  income  plus  50  percent  of  Social  Secu- 
rity benefits)  exceeded  certain  threshold  amounts,  then  up  to  50 
percent  of  their  Social  Security  benefits  could  be  subject  to  income 
taxation.  The  threshold  amounts  were  $32,000  for  married  tax- 
payers filing  joint  returns  and  $25,000  for  unmarried  taxpayers. 
The  Clinton  Administration  proposed  increasing  the  amount  of  ben- 
efits subject  to  income  taxation  from  50  to  85  percent. 

After  considerable  debate  in  Congress,  the  final  package  lessened 
the  burden  somewhat  on  middle-income  taxpayers.  OBRA  93  added 
a  new  second  bracket  for  the  inclusion  of  Social  Security  benefits 
in  taxable  income.  Under  OBRA  93,  if  modified  AGI  exceeds 
$44,000  for  a  married  couple  or  $34,000  for  a  single  taxpayer,  then 
up  to  85  percent  of  their  Social  Security  benefits  could  be  subject 
to  income  taxation.  Marcied  taxpayers  with  modified  AGIs  between 
$32,000  and  $44,000  ($25,000  and  $34,000  for  unmarried  tax- 
payers) would  continue  to  be  taxed  under  prior  law  rules  and, 
hence,  could  see  up  to  50  percent  of  their  benefits  subject  to  income 
taxation.  The  change  is  effective  starting  January  1,  1994. 

The  tax  revenues  under  this  provision  are  expected  to  raise  near- 
ly $25  billion  in  the  next  5  years.  These  new  revenues  are  specified 
in  OBRA  93  to  be  transferred  to  the  Medicare  Hospital  Insurance 
Trust  Fund. 

(B)  coverage  of  domestic  workers 

Recent  events  have  brought  unprecedented  attention  to  the  spe- 
cial Social  Security  coverage  requirements  of  household  workers, 
particularly  those  who  provide  child  care.  Current  law  provides 
that  household  service  is  considered  covered  for  Social  Security 
purposes  if  the  worker  is  paid  $50  or  more  in  cash  during  a  cal- 
endar quarter.  When  a  person  performs  domestic  service  for  more 
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than  one  employer,  this  "cash  pay"  test  applies  separately  to  each 
employer. 

Domestic  service  is  generally  defined  as  work  performed  as  part 
of  household  duties  that  contribute  to  the  maintenance  of  an  em- 
ployer's residence  or  administers  to  the  personal  wants  and  com- 
forts of  the  employer,  members  of  the  household,  or  guests.  This  in- 
cludes work  performed  by  housecleaners,  maids,  cooks,  house- 
keepers, babysitters,  gardeners,  handymen,  etc. 

Domestic  workers  were  first  covered  by  the  1950  amendments  to 
the  Social  Security  Act.  The  $50  limit  was  chosen  because  it  was 
similar  to  the  one  that  applied  to  homeworkers  (employees  who 
work  in  their  own  homes)  and  because  it  was  then  the  amount 
workers  needed  to  earn  in  a  calendar  quarter  to  receive  a  "quarter 
of  coverage"  (a  certain  number  of  which  are  necessary  to  be  eligible 
for  Social  Security  benefits).  While  the  quarter  of  coverage  test  has 
changed  over  the  years  (in  1994,  $620  of  earnings),  the  $50  limit 
on  household  workers  has  remained. 

Although  the  102nd  Congress  had  passed  a  measure  to  raise  the 
threshold  to  $300  a  year  and  to  simplify  reporting  procedures  (in 
a  vetoed  tax  measure),  the  issue  received  little  attention  until  early 
1993,  when  several  Cabinet  nominees  revealed  that  they  had  failed 
to  report  the  wages  they  had  paid  to  childcare  providers.  One  of 
those  nominees,  Zoe  Baird  who  was  nominated  for  Attorney  Gen- 
eral, was  forced  to  withdraw  her  nomination  over  the  ensuing  pub- 
lic outcry. 

Subsequent  media  scrutiny  made  it  apparent  that  under- 
reporting of  household  wages  was  common.  It  also  highlighted  that 
householders  were  supposed  to  be  reporting  even  occasional  work 
such  as  babysitting  and  lawnmowing.  As  the  threshold  had  not 
been  changed  in  43  years,  a  question  naturally  arose  as  to  whether 
it  should  be  updated  to  reflect  wage  and  price  growth. 

On  May  11,  1993,  the  Ways  and  Means  Committee  agreed  to  a 
measure  in  its  budget  reconciliation  package  that  would  increase 
the  threshold  to  $1,800  annually  in  1994,  to  be  indexed  thereafter 
to  increases  in  average  wages.  This  measure  was  included  in  H.R. 
2264,  the  1993  reconciliation  bill  approved  by  the  House  on  May 
27,  1993. 

When  the  Senate  Finance  Committee  later  approved  its  version 
of  a  budget  reconciliation  package,  it  did  not  include  any  provisions 
affecting  household  workers.  Instead,  on  July  14,  1993,  Chairman 
Moynihan  introduced  S.  1231,  which  would  raise  the  threshold  to 
the  same  level  as  that  needed  to  earn  a  quarter  of  coverage  and 
would  exempt  from  Social  Security  taxes  the  wages  paid  to  domes- 
tic workers  under  the  age  of  18.  The  Finance  Committee  held  a 
hearing  on  the  bill  on  July  21,  1993. 

When  the  budget  bill  went  to  conference,  the  House-passed  meas- 
ure on  domestic  workers  was  dropped  along  with  other  Social  Secu- 
rity provisions  for  procedural  reasons.  However,  it  is  expected  that 
a  measure  affecting  coverage  of  household  workers  will  be  part  of 
a  separate  Social  Security  package  to  be  considered  by  Congress  in 
1994. 
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(C)  SOCIAL  SECURITY  EARNINGS  TEST 

One  of  the  most  controversial  issues  in  the  Social  Security  pro- 
gram is  the  earnings  test,  which  is  a  provision  in  the  law  that  re- 
duces OASDI  benefits  of  beneficiaries  who  earn  income  from  work 
above  a  certain  sum.  Proposals  to  liberalize  or  eliminate  the  earn- 
ings test  are  perennial.  While  legislative  maneuvering  over  the 
earnings  test  was  active  in  1992,  no  legislation  was  enacted;  1993 
was  a  relatively  quiet  year  for  this  issue.  Proposals  earlier  had 
emerged  from  the  Senate  Finance  and  Ways  and  Means  Commit- 
tees in  their  respective  budget  reconciliation  bills  in  1989. 

Under  the  law,  in  1993,  the  earnings  test  reduces  benefits  for  So- 
cial Security  beneficiaries  under  age  65  by  $1  for  every  $2  earned 
above  $7,680,  rising  to  $8,040  in  1994.  In  1993,  beneficiaries  age 
65  to  69  had  benefits  reduced  $1  for  each  $3  earned  above  $10,560, 
rising  to  $11,160  in  1994.  The  exempt  amounts  are  adjusted  each 
year  to  rise  in  proportion  to  average  wages  in  the  economy.  The 
test  does  not  apply  to  beneficiaries  who  have  reached  age  70. 

In  late  1991,  the  Senate  adopted  an  amendment  by  voice  vote  by 
Senator  McCain  to  repeal  the  earnings  test  for  persons  who  have 
attained  full  retirement  age.  His  amendment  was  to  the  Older 
Americans  Act  Reauthorization  bill,  S.  243.  In  1992,  the  House 
adopted  an  amendment  by  Representative  Rostenkowski  to  the 
Senate  version  of  the  bill  that  would  have  increased  the  exempt 
amount  for  persons  over  65  to  $20,000  by  1997.  Later  that  year, 
the  Finance  Committee  reported  S.  2038  that  would  have  raised 
this  exempt  amount  to  $51,000  by  2001.  None  of  these  bills  or 
amendments  were  enacted  before  Congress  adjourned. 

On  October  27,  1993,  Senator  McCain  offered  an  amendment  to 
H.R.  3167,  the  Unemployment  Compensation  Amendments  of  1993, 
that  would  have  eliminated  the  earnings  test  for  beneficiaries  who 
have  attained  retirement  age.  The  cost  of  the  measure  was  esti- 
mated by  the  Congressional  Budget  Office  to  be  $24.5  billion  over 
5  years.  Because  it  contained  no  provision  to  offset  these  costs, 
Senator  Moynihan  raised  a  point  of  order  that  the  amendment  vio- 
lated the  Congressional  Budget  Act.  Senator  McCain's  motion  to 
waive  the  Budget  Act  received  46  votes,  less  than  the  three-fifths 
required,  and  so  his  amendment  was  rejected. 

The  earnings  test  is  among  the  least  popular  features  of  Social 
Security.  In  1993,  17  bills  affecting  the  earnings  test  were  intro- 
duced. This  benefit  reduction  is  widely  viewed  as  a  disincentive  to 
continued  work  efforts  by  older  workers.  Indeed,  many  believe  that 
the  earnings  test  penalizes  those  age  62  to  69  who  wish  to  remain 
in  the  work  force.  Once  workers  reach  age  70,  they  are  not  subject 
to  the  test.  Opponents  of  the  earnings  test  consider  it  an  oppressive 
tax  that  can  add  50  percent  to  the  effective  tax  rate  workers  pay 
on  earnings  above  the  exempt  amounts.  Opponents  also  maintain 
that  it  discriminates  against  the  skilled,  and  therefore,  more  highly 
paid,  worker  and  that  it  can  hurt  elderly  individuals  who  need  to 
work  to  supplement  meager  Social  Security  benefits.  They  argue 
that  although  the  test  reduces  Federal  budget  outlays,  it  also  de- 
nies to  the  Nation  valuable  potential  contributions  of  older,  more 
experienced  workers.  Some  point  out  that  no  such  limit  exists  when 
the  additional  income  is  from  pensions,  interest,  dividends,  or  cap- 
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ital  gains,  and  that  it  is  unfair  to  single  out  those  who  wish  to  con- 
tinue working.  Finally,  some  object  because  it  is  very  complex  and 
costly  to  administer. 

Defenders  of  the  earnings  test  say  it  reasonably  executes  the 
purpose  of  the  Social  Security  program.  Because  the  system  is  a 
form  of  social  insurance  that  protects  workers  from  loss  of  income 
due  to  the  retirement,  death,  or  disability  of  the  worker,  they  con- 
sider it  appropriate  to  withhold  benefits  from  workers  who  show  by 
their  substantial  earnings  that  they  have  not  in  fact  "retired."  They 
also  argue  that  eliminating  or  liberalizing  the  test  would  primarily 
help  relatively  better-off  individuals  who  need  the  help  least.  Fur- 
thermore, they  point  out  that  eliminating  the  earnings  test  would 
be  extremely  expensive.  They  find  it  difficult  to  justify  draining  the 
Federal  budget  by  an  additional  $25  billion  over  5  years  in  order 
to  finance  the  test's  immediate  removal.  Proponents  of  elimination 
counter  that  older  Americans  who  remain  in  the  work  force  persist 
in  making  contributions  to  the  national  economy  and  continue  pay- 
ing Social  Security  taxes. 

The  issue  will  inevitably  be  considered  again  by  the  Congress  in 
1994.  Although  there  will  be  no  clear  vehicle  for  enacting  any 
changes  in  1994,  more  attempts  may  be  made  on  the  Senate  floor 
or  in  Committee  to  liberalize  the  earnings  test.  Given  the  climate 
of  concern  over  the  growth  of  Federal  entitlement  programs,  the 
time  may  not  be  ripe  in  1994  for  proponents  of  change  to  succeed. 
In  general,  few  Members  of  Congress  wish  to  be  seen  as  opposing 
the  popular  provision,  even  if  they  personally  consider  it  to  be  irre- 
sponsible. Yet  given  the  high  cost  of  entirely  eliminating  the  earn- 
ings test,  any  final  compromise  is  likely  to  take  shape  with  a  mod- 
erate increase  in  exempt  amounts  rather  than  an  entire  repeal  of 
the  earnings  test. 

(D)  THE  SOCIAL  SECURITY  "NOTCH" 

The  Social  Security  "notch"  refers  to  the  difference  in  monthly 
Social  Security  benefits  between  some  of  those  born  before  1916 
and  those  born  in  the  5-  to  10-year  period  thereafter.  The  dif- 
ference results  from  changes  in  the  benefit  formula  contained  in 
legislation  enacted  in  1972  and  1977.  Differences  are  substantial 
primarily  for  those  in  the  highest  benefit  levels  who  defer  retire- 
ment until  age  65. 

The  Social  Security  "notch"  stems  from  a  series  of  legislative 
changes  made  in  the  Social  Security  benefit  formula,  beginning  in 
1972.  That  year,  Congress  first  mandated  automatic  annual  index- 
ing of  both  the  formula  to  compute  initial  benefits  at  retirement, 
and  of  benefit  amounts  after  retirement,  known  as  COLA's  or  cost- 
of-living  adjustments.  The  intent  was  to  eliminate  the  need  for  ad 
hoc  benefit  increases  and  to  adjust  benefit  levels  in  relation  to 
changes  in  the  cost  of  living.  However,  the  method  of  indexing  the 
formula  was  flawed  in  that  initial  benefit  levels  were  being  indexed 
twice — for  increases  in  both  prices  and  wages.  Consequently,  initial 
benefit  levels  were  rising  rapidly  in  relation  to  the  pre-retirement 
income  of  beneficiaries.  Prior  to  the  effective  date  of  the  1972 
amendments,  Social  Security  replaced  38  percent  of  pre-retirement 
income  for  an  average  worker  retiring  at  age  65.  The  error  in  the 
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1972  amendments,  however,  caused  an  escalation  of  the  replace- 
ment rate  to  55  percent  for  that  same  worker. 

Without  a  change  in  the  law,  by  the  turn  of  the  century,  benefits 
would  have  exceeded  a  recipient's  pre-retirement  income.  Financing 
this  increase  rather  than  correcting  the  overindexing  of  benefits 
would  have  entailed  doubling  the  Social  Security  tax  rate.  Concern 
over  the  program's  solvency  provided  a  major  impetus  for  the  1977 
Social  Security  amendments,  which  substantially  changed  the  ben- 
efit computation  for  those  born  after  1916.  To  remedy  the  problem, 
Congress  chose  to  partially  scale  back  the  increase  in  relative  bene- 
fits for  those  born  from  1917  to  1921  and  to  finance  the  remaining 
benefit  increase  with  a  series  of  scheduled  tax  increases.  Future 
benefits  for  the  average  worker  under  the  new  formula  were  set  at 
42  percent  of  pre-retirement  income. 

The  intent  of  the  1977  legislation  was  to  create  a  relatively 
smooth  transition  between  those  retiring  under  the  old  method  and 
those  retiring  under  the  new  method.  Unfortunately,  high  inflation 
in  the  late  seventies  and  early  eighties  caused  an  exaggerated  dif- 
ference between  the  benefit  levels  of  many  of  those  born  prior  to 
1917  and  those  born  later. 

Although  the  notch  is  actually  the  result  of  an  over-indexing  of 
benefits  for  those  retiring  under  the  old  formula,  and  does  not  re- 
flect any  reduction  in  real  benefits  to  those  retiring  under  transi- 
tion rules,  it  has  been  perceived  as  a  benefit  reduction  by  those  af- 
fected. Those  born  from  1917  to  1921 — the  so-called  notch  babies — 
have  been  the  most  vocal  supporters  of  a  "correction,"  yet  these 
beneficiaries  fare  as  well  as  those  born  later.  Individual  Members 
of  Congress  have  responded  to  the  notch-babies'  complaints  by  in- 
troducing a  series  of  proposals  for  relief,  most  of  which  would  give 
benefit  increases  to  those  born  after  1916. 

At  a  1989  hearing  of  the  Senate  Finance  Subcommittee  on  Social 
Security,  studies  were  examined  that  dealt  a  severe  blow  to  argu- 
ments of  unfairness  leveled  by  the  notch  movement.  The  GAO  tes- 
tified on  a  March  1988  GAO  report  entitled  "Social  Security:  The 
Notch  Issue."  The  report  traces  the  origin  to  the  over-indexing  of 
the  benefits  for  those  born  in  the  period  preceding  the  notch  years. 
Although  no  position  is  taken  with  respect  to  legislation  to  com- 
pensate notch  beneficiaries,  the  report  characterizes  these  propos- 
als as  costly— ranging  from  $20  billion  to  $300  billion— and  pos- 
sibly difficult  to  administer.  Assuming  the  financing  of  the  addi- 
tional benefits  would  come  from  the  Social  Security  trust  funds,  the 
ability  of  Social  Security  to  withstand  any  economic  downturns  and 
to  provide  benefits  for  future  retirees  would  be  jeopardized. 

Also  testifying  on  a  recent  study  with  similar  findings  was  the 
National  Academy  of  Social  Insurance  (NASI),  a  nonprofit  non- 
partisan organization  focusing  on  Social  Security  and  related  is- 
sues. Robert  Meyers,  former  chief  actuary  of  the  SSA  and  chair  of 
the  NASI  study  panel,  summarized  the  study's  conclusion:  "the  real 
problem  with  regard  to  this  matter  is  that  those  persons  born  be- 
fore 1917  who  worked  beyond  age  62  after  1978  receive  undue 
windfalls.  Those  born  after  1916  are  equitably  treated,  consistent 
with  the  intent  of  Congress,  and  receive  proper  benefit  amounts. 
There  is  no  reason  why  younger  workers  should,  over  the  years, 
pay  more  taxes  to  provide  windfall  benefits  to  this  group.  The 
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panel  therefore  recommends  that  no  legislative  action  be  taken  on 
the  notch  benefit  issue." 

Drawing  on  these  reports,  the  Chairman  of  the  House  and  the 
Senate  committees  with  jurisdiction  over  Social  Security,  House 
subcommittee  chairman  Representative  Jacobs  and  Senator  Moy- 
nihan,  have  gone  on  record  as  opposing  notch  legislation.  In  1992, 
the  Leadership  Council  of  Aging  Organizations  sent  a  letter  to  Cap- 
itol Hill  reaffirming  their  "longstanding^  opposition  to  the  meas- 
ures. Among  the  19  leading  aging  organizations  who  endorsed  the 
letter  were  the  American  Association  of  Retired  Persons,  Families 
USA,  the  Gray  Panthers,  the  National  Council  of  Senior  Citizens, 
and  the  Older  Women's  League. 

Nevertheless,  the  notch  babies  have  thus  far  not  been  dissuaded 
from  their  campaign  to  receive  compensation  for  what  they  pas- 
sionately contend  is  unfair  treatment.  As  a  result,  controversy  has 
continued  and  numerous  bills  were  introduced  in  1993. 

Nevertheless,  no  action  has  ever  been  taken  on  legislation  in  the 
House.  Various  attempts  were  made  in  the  past  two  Congresses  to 
gain  support  for  discharge  petitions  to  force  the  Ways  and  Means 
Committee  to  report  out  a  bill,  but  sponsors  of  the  petitions  were 
not  able  to  get  enough  signatures. 

Notch  measures  have  been  brought  up  on  the  Senate  floor  a 
number  of  times,  but  none  was  successful  in  winning  passage.  The 
only  time  either  body  of  Congress  agreed  to  any  notch  legislation 
was  when  Senator  Harry  Reid  offered  an  amendment  in  1991  to 
the  budget  resolution  for  fiscal  year  1992  which  made  room  for  $4.5 
billion  in  new  benefits  for  notch  babies.  The  Reid  amendment  was 
agreed  to  in  the  Senate  by  voice  vote,  but  was  later  dropped  in  con- 
ference committee  with  the  House. 

The  latest  attempt  to  bring  up  the  legislation  was  made  by  Sen- 
ator Sanford,  in  1992  when  he  offered  an  amendment  to  attach  his 
notch  bill,  S.  567,  to  the  Treasury/Postal  Service  Appropriations 
Act  for  fiscal  year  1993.  The  Sanford  bill,  which  had  gained  45  co- 
sponsors,  would  have  liberalized  the  transition  rules  of  the  1977 
amendments  for  people  born  from  1917-26,  generally  increasing 
their  benefit  amounts.  Actuarial  projections  show  that  S.  567  would 
cost  $300  billion  over  the  1992-2020  period.  The  Sanford  measure 
failed  on  a  49  to  49  vote  to  set  aside  an  objection  raised  by  Senator 
Bentsen  that  the  measure  violated  the  so-called  fire  wall  rules  con- 
tained in  the  Budget  Enforcement  Act.  Under  those  rules,  any 
measure  that  would  increase  Social  Security  spending  must  be  ac- 
companied by  offsetting  spending  cuts  or  tax  increases;  60  votes 
would  have  been  required  to  set  the  objection  aside. 

Later  in  the  debate  over  the  appropriations  bill,  the  Senate 
adopted  an  amendment  to  set  up  a  Notch  Study  Commission.  In 
subsequent  conference  with  the  House,  an  agreement  was  reached 
to  establish  a  12-member  bipartisan  commission  with  the  Presi- 
dent, the  leadership  of  the  Senate  and  the  House  each  appointing 
4  members.  The  measure  was  signed  into  law  when  the  President 
signed  H.R.  5488  (P.L.  102-393).  The  Commission  was  required  to 
report  to  Congress  by  December  31,  1993.  However,  in  1993,  Con- 
gress extended  the  due  date  for  the  final  report  until  December  31, 
1994,  as  part  of  the  Treasury  Department  appropriations  legisla- 
tion (P.L.  103-123). 
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While  some  notch  correction  advocates  want  to  push  legislation 
in  1994,  it  is  widely  expected  that  action  will  be  postponed  until 
the  Commission  can  issue  its  report. 

(E)  PAYROLL  TAX  RATES  AND  THE  MOYNIHAN  PROPOSAL 

Senator  Daniel  Patrick  Moynihan's  1990  to  reduce  Social  Secu- 
rity payroll  tax  rates  raised  the  most  fundamental  issues  about  the 
future  of  Social  Security  financing,  sparking  the  most  heated  de- 
bate about  Social  Security  since  the  1983  amendments.  On  April 
24,  1991,  the  proposal  was  put  to  rest,  for  the  time  being,  when  the 
Senate  defeated  an  amendment  by  Senator  Moynihan  to  the  Budg- 
et Resolution  that  would  have  paved  the  way  for  consideration  of 
his  bill  (S.  11)  to  cut  the  payroll  tax.  In  1992,  the  issue  continued 
to  be  raised  in  the  context  of  proposals  for  middle-class  tax  cuts, 
but  no  votes  were  taken  on  cutting  Social  Security  taxes  directly. 

When  the  Clinton  Administration  in  1993  abandoned  earlier  talk 
of  a  middle  class  tax  cut,  and  instead  proposed  a  major  deficit  re- 
duction package  with  more  focus  on  tax  increases,  the  climate  for 
a  Social  Security  tax  cut  was  undermined.  As  the  new  Chairman 
of  the  Finance  Committee,  Senator  Moynihan  cooperated  with  the 
Clinton  Administration's  budget  proposal,  led  in  guiding  it  through 
Congress,  and  did  not  renew  calls  for  a  tax  cut.  Again  in  1994, 
there  is  little  sentiment  in  Congress  for  a  new  tax  bill  or  new  tax 
cuts  so  soon  after  the  President's  tax  package  was  narrowly  ap- 
proved. Action  is  unlikely  on  Social  Security  tax  rates  in  1994,  al- 
though it  may  be  taken  up  again  before  the  next  Presidential  elec- 
tion in  1996. 

Moynihan  had  called  for  an  end  to  the  practice  of  using  trust 
fund  reserves  to  finance  the  budget  deficit.  The  underlying  ration- 
ale for  the  tax  cut  proposals  is  that  Social  Security  tax  rates  are 
higher  than  needed  to  meet  today's  Social  Security  costs,  which  are 
consuming  only  about  85  percent  of  the  combined  employer  and 
employee  contributions.  Senator  Moynihan  is  proposing  to  bring 
the  rate  more  in  line  with  actual  costs,  returning  the  system  to  a 
"pay-as-you-go"  basis.  Under  the  current  financing  system,  as  en- 
acted in  th-j  1983  amendments,  large  reserves  will  develop  until 
around  2016,  when  the  retirement  of  "baby  boomers"  will  require 
expenditures  to  outrun  receipts.  The  Moynihan  proposal  envisioned 
financing  the  baby  boomers'  retirement  needs  by  having  tax  rate 
increases  scheduled  in  the  law  for  the  next  century. 

Support  for  tax  cut  proposals  arises  from  the  belief  that  surplus 
taxes  are  not  truly  being  saved  for  the  future.  Although  under  the 
1990  budget  agreement  Social  Security  is  taken  off-budget  and 
therefore  does  not  "hide"  deficit  numbers,  in  fact  the  actual  re- 
serves are  used  in  the  same  fashion  to  finance  current  Federal  out- 
lays. Supporters  argue  that  Social  Security  taxes  are  a  regressive 
and  dishonest  method  of  financing  deficit  spending,  and  some  see 
the  tax  cut  as  a  means  of  forcing  Congress  and  the  Administration 
to  consider  an  alternative  tax  structure,  such  as  raising  income 
taxes.  Some  argue  that  politicians  cannot  be  expected  not  to  spend 
surpluses  if  they  are  allowed  to  continue,  and  the  only  way  to  en- 
force fiscal  discipline  is  to  remove  surpluses.  They  argue  that  by 
eliminating  the  surpluses,  the  public  gains  a  clearer  perception  of 
the  system's  long-run  costs.  Some  proponents  see  the  proposal  as 
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an  opportunity  to  score  political  points  with  a  working  class  con- 
stituency, contrasting  it  with  the  Administration's  push  for  a  cap- 
ital gains  tax  reduction.  Fundamentally,  many  believe  that  it  is 
wrong  to  finance  general  government  expenditures  with  taxes 
raised  for  Social  Security  purposes,  and  that  this  robs  the  wide- 
spread support  for  the  Social  Security  system  to  pay  for  irrespon- 
sible deficit  spending. 

Critics  of  tax  cut  proposals  point  out  that  without  making  up  for 
the  revenue  loss,  an  immediate  tax  reduction  would  increase  the 
Government's  borrowing  from  the  public,  thereby  reducing  the 
amount  of  resources  available  for  private  investment.  It  would  im- 
pair the  Nation's  savings  rate,  rather  than  bolster  it  to  prepare  for 
the  demands  of  the  next  century.  They  contend  that  the  surplus  re- 
ceipts allow  the  Government  to  borrow  less,  and  insist  that  any  tax 
cut  be  accompanied  by  offsetting  revenue  increases.  Many  are  con- 
cerned that  if  a  tax  schedule  was  enacted  to  achieve  a  pay-as-you- 
go  system  but  proved  inadequate  because  of  faulty  assumptions, 
the  system's  financial  solvency  could  be  threatened,  eroding  public 
confidence  and  undermining  the  benefit  structure.  Some  advocates 
contend  that  no  tax  cut  should  be  made  until  larger  reserves  are 
built  up  in  the  trust  funds. 

This  debate  may  be  resurrected  in  the  future  if  a  new  level  of 
support  emerges  for  a  middle  class  tax  cut.  This  may  occur  in  the 
context  of  the  1996  Presidential  election.  If  such  discussion  takes 
place,  Senator  Moynihan,  from  his  perch  as  Chairman  of  the  Fi- 
nance Committee,  may  once  again  take  up  his  call  for  a  Social  Se- 
curity tax  cut,  and  he  will  be  in  a  powerful  position  to  influence 
the  outcome  of  the  debate. 

B.  SOCIAL  SECURITY  DISABILITY  INSURANCE 

1.  Background 

In  1993,  Congress  continued  to  raise  concern  over  SSA's  adminis- 
tration of  the  largest  national  disability  program,  Social  Security 
Disability  Insurance  (SSDI).  In  particular,  the  Senate  Aging  Com- 
mittee and  other  Members  of  Congress  continued  to  scrutinize 
problems  arising  in  the  process  SSA  used  to  review  the  eligibility 
status  of  SSDI  beneficiaries.  Evidence  that  was  compiled  by  the 
Aging  Committee  pointed  out  disturbing  trends.  Budget  shortfalls 
forced  the  agencies  responsible  for  disability  determinations  to  take 
shortcuts,  delay  responses,  and  go  without  needed  medical  evidence 
which  might  have  assisted  them  to  make  fairer  decisions.  The 
Committee  also  identified  increases  in  delays  and  mistakes  which 
resulted  in  serious  cases  of  deprivation  and  human  suffering.  At 
the  same  time  on  the  legislative  front,  no  bills  affecting  the  pro- 
gram were  enacted  in  1993.  Chairman  Pryor  in  1993  sought  to  en- 
sure that  citizens  seeking  disability  insurance  had  access  to  fair 
evaluations  of  their  conditions,  and,  if  necessary,  impartial  hear- 
ings with  administrative  due  process. 

(A)  RECENT  HISTORY 

Since  the  inception  of  SSDI,  SSA  has  determined  the  eligibility 
of  beneficiaries.  In  response  to  the  concern  that  SSA  was  not  ade- 
quately monitoring  continued  eligibility,  Congress  included  a  re- 
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quirement  in  the  1980  Social  Security  amendments  that  SSA  re- 
view the  eligibility  of  nonpermanently  disabled  beneficiaries  at 
least  once  every  3  years.  The  purpose  of  the  continuing  disability 
review  (CDRs)  was  to  terminate  benefits  to  recipients  who  were  no 
longer  disabled. 

The  new  law  was  to  go  into  effect  in  1982.  However,  on  its  own 
initiative  in  early  1981,  SSA  accelerated  the  implementation  of  the 
reviews,  increasing  its  monthly  review  workload  by  an  additional 
30,000  cases.  As  a  result,  between  March  1981  and  April  1984,  1.2 
million  case  reviews  were  completed  and  close  to  500,000  bene- 
ficiaries were  determined  to  be  no  longer  eligible  for  DI  benefits. 

Not  long  after  the  CDRs  were  implemented,  widespread  concern 
arose  about  the  quality,  accuracy,  and  fairness  of  the  reviews. 
Many  States,  on  their  own  initiative  or  by  court  order,  declared 
moratoria  on  the  reviews,  or  began  administering  the  CDRs  under 
guidelines  that  differed  from  SSA's  official  policy.  By  1984,  more 
than  half  the  States  were  either  not  processing  CDRs,  or  were 
doing  so  under  modified  standards. 

In  that  same  year,  after  extensive  hearings  and  debate  over  nu- 
merous competing  proposals,  Congress  enacted  the  1984  Social  Se- 
curity Disability  Benefits  Reform  Act  to  restore  order,  fairness,  and 
national  uniformity  to  the  SSDI  program.  The  main  reform  re- 
quired SSA  to  prove  that  a  beneficiary's  medical  condition  had  im- 
proved from  the  time  of  the  initial  disability  determination.  Under 
that  mandate,  SSA  created  new  standards  for  evaluating  disabil- 
ities caused  by  mental  impairments,  created  guidelines  for  the  de- 
termination of  medical  improvement  as  a  prerequisite  to  the  termi- 
nation of  benefits,  and  revised  the  medical  criteria  applicable  to  the 
determination  of  a  physical  disability. 

Although  this  subsided  the  controversy,  Congress  continues  to 
closely  monitor  the  program.  More  recently,  SSA  has  drastically  cut 
back  on  CDR's  partly  due  to  budget  shortfalls  that  have  left  it  un- 
able to  meet  the  mandated  requirements  for  the  number  of  CDR's 
it  must  perform.  In  addition,  in  1993,  Congress  continued  to  en- 
counter evidence  of  a  deterioration  in  the  quality  and  timeliness  of 
disability  determinations  being  conducted  by  SSA. 

2.  Issues  and  Legislative  Response 
(a)  financial  status  of  disability  insurance  trust  fund 

The  Social  Security  trustees  warned  in  1993  that  the  SSDI  pro- 
gram is  in  financial  trouble  and  that  its  trust  fund  may  be  depleted 
in  1995  or  sooner.  The  trustees'  1993  report  projected  depletion  by 
1995.  Their  forecast  reflects  rapid  enrollment  increases  over  the 
past  few  years  and  tax  revenues  constrained  by  a  stagnant  econ- 
omy. 

The  SSDI  trust  fund's  looming  insolvency  has  prompted  propos- 
als to  reallocate  taxes  to  it  from  Social  Security's  retirement  pro- 
gram. Because  the  trustees  projected  that  the  Old  Age  and  Survi- 
vors trust  fund  would  be  solvent  until  2044,  many  have  proposed 
to  allocate  a  greater  portion  to  SSDI.  Projections  show  that  the  two 
programs  could  still  be  kept  solvent  until  2036,  although  this  esti- 
mate may  be  revised  downward  by  the  1994  trustees  report.  Such 
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a  reallocation  would  eventually  shift  about  3  percent  of  the  retire- 
ment programs'  taxes  to  SSDI. 

Most  advocates  of  reallocation  favor  quick  action  to  allay  fears 
that  the  program  is  in  danger  and  to  provide  time  to  assess  wheth- 
er an  improving  economy  will  alter  the  outlook.  Others  favor  only 
a  temporary  reallocation  to  force  a  careful  assessment  of  the  factors 
driving  up  enrollment  and  whether  there  are  feasible  ways  to  con- 
strain it. 

In  1993,  the  House  of  Representatives  approved  a  provision  to 
deal  with  this  issue,  but  it  was  dropped  from  the  final  version  of 
the  Omnibus  Budget  Reconciliation  Act  of  1993  along  with  other 
Social  Security  provisions  for  procedural  reasons.  Specifically,  0.275 
percent  of  the  employer  and  employee  Social  Security  payroll  tax 
rate,  each,  and  0.55  percent  of  the  self-employment  tax  would  be 
reallocated  from  the  OASI  trust  fund  to  the  DI  trust  fund.  The 
total  OASDI  tax  rate  of  6.2  percent  for  employers  and  employees 
and  12.4  percent  for  the  self-employed  would  remain  unchanged. 

Although  the  House  provision  was  dropped,  this  was  done  for 
procedural  reasons,  not  policy  reasons.  Widespread  agreement  ex- 
ists in  the  House  and  the  Senate  to  address  this  issue  as  soon  as 
possible.  There  is  little  doubt  that  on  the  next  available  legislation 
containing  Social  Security  provisions,  the  reallocation  will  be  in- 
cluded. Many  analysts  expect  this  to  occur  in  1994. 

(B)  DISABILITY  DETERMINATION  PROCESS 

In  1993,  Congress  continued  to  focus  attention  on  problems  in 
the  administration  of  SSA's  disability  determination  system.  These 
problems  were  first  identified  in  1990  at  hearings  held  in  both  Sen- 
ate and  House  Aging  Committees,  and  the  Senate  Aging  Commit- 
tee conducted  a  bipartisan  investigation  which  culminated  in  a  re- 
port which  highlighted  growing  backlogs,  delays,  and  mistakes.  The 
issues  raised  in  those  investigations  continued  to  worsen  thereafter 
largely  because  SSA  lacked  adequate  resources  to  process  its  work- 
load. 

Recognizing  the  enormity  of  SSA's  administrative  burden,  Con- 
gress earmarked  $320  million  for  disability  case  processing  in  fiscal 
year  1994  in  the  1993  appropriations  measure  for  SSA  (P.L.  103- 
112).  However,  despite  language  in  the  Appropriations  Committee 
report,  it  is  unclear  if  SSA  will  use  the  funds  as  intended  to  hire 
staff  to  deal  with  the  workloads.  Because  of  an  overall  reduction  in 
the  Federal  work  force  mandated  by  President  Clinton,  which  in- 
cludes staff  cuts  at  HHS,  SSA  may  not  be  in  a  position  to  use  the 
funds  in  the  most  efficient  manner  to  deal  with  the  backlogs. 

SSA  asked  the  Office  of  Management  and  Budget  in  the  fall  of 
1993  for  authority  to  hire  1,000  additional  workers.  Despite  ap- 
peals from  Senator  Pryor  and  Congressman  Jacobs,  OMB  had  not 
approved  the  waiver  as  of  early  1994. 

Congress  has  long  been  interested  in  these  issues  because  deter- 
mining if  a  citizen  is  disabled  for  purposes  of  the  SSDI  program  is 
among  the  most  difficult  and  sensitive  tasks  of  the  Federal  Govern- 
ment. Congressional  offices  quickly  hear  of  problems  in  the  disabil- 
ity system  because  requests  for  assistance  mount  when  delays 
occur.  The  number  of  constituent  inquiries  rose  to  unprecedented 
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levels  in  1993  as  increasingly  desperate  claimants  sought  help  with 
their  languishing  cases. 

Mistakes  can  have  tragic  consequences,  exposing  people  who 
have  worked  their  entire  lives  until  becoming  disabled  to  dire  cir- 
cumstances. While  the  system  must  respond  to  the  needs  of  indi- 
viduals with  disabilities,  it  cannot  afford  to  casually  award  benefits 
without  careful  scrutiny. 

Budget  constraints  continued  to  hamper  the  effectiveness  of  the 
Disability  Determination  Services  (DDSs)  in  1993,  which  are  ad- 
ministered by  the  States  for  SSA.  The  majority  of  State  DDS  direc- 
tors believed  in  1993  that  they  had  inadequate  funds  to  perform 
their  duties  properly.  Budget  shortfalls  forced  the  DDSs  to  take 
shortcuts,  delay  responses,  and  go  without  needed  medical  evidence 
which  might  help  them  make  fairer  decisions.  Many  disability  ex- 
aminers are  now  forced  to  cut  corners,  eliminating  all  consultative 
examinations  and  discontinuing  any  reviews  of  pending  Continuing 
Disability  Review  (CDR)  cases. 

In  part  as  a  result  of  unemployment  and  problems  in  the  econ- 
omy, applications  for  benefits  were  up  to  25  percent  higher  in  1993 
than  the  average  in  the  1980's.  SSA  was  unprepared  to  deal  with 
this  increasing  workload,  having  suffered  staff  cutbacks  in  the 
1980's.  SSA  admitted  that  under  its  budget  request  for  fiscal  year 
1994,  the  backlog  would  increase  from  732,000  today  to  1  million 
in  1994.  This  will  mean  that  the  average  time  a  claimant  will  have 
to  wait  for  a  ruling  on  an  initial  claim  for  disability  will  increase 
from  110  days  in  1993  to  145  days  in  1994.  In  order  to  accommo- 
date its  workload,  SSA  has  all  but  abandoned  processing  Continu- 
ing Disability  Reviews  which  are  designed  to  remove  from  the  rolls 
those  individuals  whose  medical  condition  has  improved. 

As  these  figures  illustrate,  the  impact  of  staff  reductions  imple- 
mented during  the  1980's,  inadequate  budgetary  resources,  and  the 
sheer  administrative  complexity  of  the  disability  determination 
process  have  left  the  system  unable  to  properly  fulfill  its  mission. 
When  these  factors  are  considered,  and  combined  with  the  impact 
of  a  recent  Supreme  Court  decision  requiring  SSA  to  re-evaluate 
300,000  children's  disability  claims — which  the  Court  ruled  SSA 
had  unjustly  denied  in  the  first  place — the  threat  looms  of  the  en- 
tire disability  determination  process  becoming  overwhelmed.  These 
factors  are  resulting  in  increased  delays  and  errors  for  individuals 
of  all  ages  who  apply  for  benefits.  According  to  SSA's  own  studies, 
while  the  number  of  people  who  received  benefits  in  error  has  not 
changed  appreciably,  the  number  of  people  who  were  denied  in 
error  has  increased  by  over  one-third  in  the  last  5  years. 

In  order  to  deal  with  this  problem,  which  SSA  acknowledged  in 
1993  constituted  its  greatest  administration  challenge,  SSA  set  up 
a  "Disability  Process  Reengineering  Project"  in  1993.  A  series  of 
committees  were  established  to  review  the  entire  process,  begin- 
ning with  the  initial  claim  and  continuing  through  the  disability  al- 
lowance or  the  final  administrative  appeal.  The  effort  will  encom- 
pass the  SSDI  program  and  the  disability  component  of  the  Supple- 
mental Security  Income  (SSI)  program. 

The  project  began  in  October  1993,  when  a  special  project  team 
composed  of  18  Federal  and  State  DDS  employees  was  assembled 
at  SSA  headquarters  in  Baltimore,  MD.  The  team  is  working  to- 
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gether  on  a  full-time  basis.  It  will  be  assisted  from  time-to-time  by 
outside  experts.  The  members  of  the  team  are  making  fact-finding 
visits  to  employees  at  numerous  SSA  and  DDS  offices,  and  to  other 
public  and  private  organizations  throughout  the  country  who  have 
an  interest  in  the  process. 

The  project  has  been  directed  by  SSA  Commissioner  Chater  to 
develop  a  high  level  design  proposal  or  proposals  for  a  reengineered 
disability  process  that  will  be  available  for  their  consideration  by 
the  end  of  March  1994.  Although  the  recommendations  will  include 
significant  policy  and  procedural  changes,  and  quite  possibly  some 
legislative  changes,  the  SSA  effort  will  not  attempt  to  change  the 
statutory  definition  of  disability,  or  affect  in  any  way  the  amount 
of  disability  benefits  for  which  individuals  are  eligible,  or  to  make 
it  more  difficult  for  individuals  to  file  for  and  receive  benefits.  SSA 
plans  to  reengineer  the  process  in  a  way  that  will,  in  fact,  make 
it  much  easier  for  individuals  to  file  for  and,  if  eligible,  to  receive 
disability  benefits  promptly  and  efficiently,  and  that  will  minimize 
the  need  for  multiple  appeals. 

SSA  leadership  will  determine  the  final  design  of  the  rec- 
ommendations in  partnership  with  employee  organizations,  HHS 
officials,  and  other  Administration  officials.  SSA  expects  to  begin 
initial  implementation  of  a  reengineered  disability  process  in  1994. 

The  project,  in  considering  long-term  reform  of  the  system,  has 
been  furnished  with  the  Senate  Aging  Committee  report's  primary 
recommendation  that  SSA  establish  a  system  for  interviewing  ap- 
plicants on  a  face-to-face  basis  to  solicit  information  and  improve 
the  accuracy  of  decisions.  This  should  be  accompanied  by  an  elimi- 
nation of  the  reconsideration  stage  of  the  appeals  process,  which 
many  experts  have  argued  is  extraneous  and  only  serves  to  length- 
en the  process  unnecessarily. 

The  concerns  that  were  raised  in  Congress  in  1993  are  likely  to 
continue  into  1994.  Despite  additional  resources,  more  flexibility  in 
staffing  will  be  needed  for  concerns  to  be  resolved.  There  is  hope 
that  the  reengineering  process  can  provide  new  efficiencies  so  that 
limited  resources  can  be  deployed  more  effectively.  Given  the  tight 
budget  constraints  that  will  be  faced  by  Congress  in  1994,  addi- 
tional resources  such  as  those  provided  in  1993  will  be  difficult  to 
commit  to  SSA  unless  the  administrative  expenses  are  removed 
from  the  budget. 

(C)  AN  INDEPENDENT  APPEALS  PROCESS 

Senator  David  Pryor  introduced  a  bill  in  the  101st  Congress,  S. 
1571,  to  ensure  the  independence  of  the  administrative  appeals 
process  within  SSA.  The  bill  was  designed  to  ensure  the  independ- 
ence of  Administrative  Law  Judges  (ALJs)  at  SSA  so  that  they  re- 
main free  to  make  decisions  on  Social  Security  cases  without  politi- 
cal interference.  The  bill  was  intended  to  structurally  prevent  the 
problems  of  the  early  1980's. 

While  S.  1571  was  approved  by  the  Senate  Finance  Committee 
in  1992,  as  part  of  S.  33,  a  bill  to  make  SSA  an  independent  agen- 
cy, it  was  not  included  in  1993's  Finance  Committee  approved  ver- 
sion of  the  bill.  It  was  dropped  along  with  all  other  new  statutory 
positions  that  were  included  in  the  1992  bill. 
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At  the  same  time,  on  November  19,  1993,  the  Senate  passed  the 
"Reorganization  of  the  Federal  Administrative  Judiciary  Act,"  S. 
486.  The  bill  would  make  all  current  ALJs  part  of  an  independent 
ALJ  corps  rather  than  employees  of  the  agencies  whose  cases  they 
adjudicate.  The  corps  would  be  governed  by  a  chief  administrative 
law  judge  and  would  be  divided  into  eight  divisions,  with  each  divi- 
sion governed  by  a  division  ALJ.  The  chief  and  division  judges 
would  be  appointed  by  the  President  with  the  advice  and  consent 
of  the  Senate.  While  the  House  took  no  action  on  S.  486  or  on  the 
companion  bill,  H.R.  2586,  before  it  adjourned  for  1993,  the  Senate 
passage  of  the  bill  makes  it  likely  that  it  would  get  serious  consid- 
eration in  1994. 

The  independence  of  the  appeals  process  is  integral  to  the  Social 
Security  program.  SSA  is  required  to  conduct  hearings  to  consider 
appeals  of  SSA  decisions  by  claimants  for  benefits.  A  series  of  con- 
gressional hearings  in  1975,  1979,  1981,  1982,  1983,  and  1988  on 
the  appeals  process  at  Social  Security  have  documented  that  bu- 
reaucratic interference  has  sometimes  threatened  the  due  process 
rights  of  claimants.  In  1982,  the  Aging  Committee  and  the  Govern- 
ment Affairs  Committee  held  a  field  hearing  at  Ft.  Smith,  AR, 
which  provided  evidence  that  such  abuses  have  been  occurring.  A 
problem  with  the  current  structure  is  that  responsibility  for  the  en- 
tire hearing  process  is  placed  upon  individual  ALJs,  but  the  mana- 
gerial authority  for  the  program  is  in  the  hands  of  non-legally 
trained  bureaucrats  who  have  sometimes  been  insensitive  to  the 
rights  of  claimants.  In  the  1984  case  of  Association  of  Administra- 
tive Law  Judges  v.  Heckler,  a  Federal  District  Court  held  that  the 
SSA  had  an  ulterior  motive  in  the  continuing  disability  review  pro- 
gram to  reduce  the  payment  of  claims  by  ALJs  and  that  judges 
could  have  reasonably  felt  pressured  to  issue  fewer  allowance  deci- 
sions. 

The  issue  of  ALJ  independence  will  be  resolved  in  1994  as  Con- 
gress considers  the  independent  corps  legislation,  which  is  widely 
opposed  by  affected  departments  in  the  executive  branch  which  do 
not  want  to  lose  control  over  their  respective  ALJs.  A  showdown  is 
likely  to  occur  in  the  House  over  this  issue  in  1994. 

C.  PROGNOSIS 

After  a  heated  debate  in  1993  over  the  increase  in  taxation  of  So- 
cial Security  benefits,  1994  promises  to  be  a  calmer  year  on  the  leg- 
islative front.  At  the  same  time,  a  major  Social  Security  bill  is  ex- 
pected to  be  considered  that  will  contain  a  number  of  important 
provisions,  although  none  as  controversial  as  1993's  $25  billion  tax 
hike.  The  three  major  provisions  that  are  expected  to  be  approved 
in  a  possible  1994  Social  Security  bill  are  a  reallocation  of  tax  reve- 
nue to  the  Disability  Insurance  trust  fund;  change  in  the  Social  Se- 
curity tax  requirements  for  domestic  workers;  and  making  SSA  an 
independent  agency.  A  number  of  smaller  provisions  will  be  in- 
cluded, as  well. 

The  process  by  which  this  legislation  will  be  enacted  is  not  yet 
clear,  but  a  likely  scenario  is  already  presenting  itself.  The  House 
of  Representatives  approved  all  of  the  above  legislation,  with  the 
exception  of  the  independent  agency  bill,  as  part  of  the  1993  budget 
bill,  known  as  OBRA  93.  When  these  provisions  were  dropped  from 
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the  final  package  as  a  result  of  procedural  objections  in  the  Senate, 
discussions  were  held  about  a  new  bill  being  drafted  to  deal  with 
urgent  Social  Security  matters.  When  Finance  Committee  Chair- 
man Moynihan  attempted  to  follow  this  agreement  by  marking  up 
a  bill  with  domestic  workers,  SSDI  reallocation,  and  independent 
agency  provisions,  he  was  thwarted  by  the  climate  in  the  Finance 
Committee.  Although  he  requested  that  the  bill  be  kept  clean  of  tax 
amendments,  some  members  of  the  Committee  threatened  to  offer 
them  anyway.  The  Senate  floor  presented  even  more  numerous  op- 
portunities for  Senators  to  offer  extraneous  amendments.  Rather 
than  risk  a  Social  Security  bill  that  would  become  laden  with  spe- 
cial interest  and  tax  amendments,  virtually  guaranteeing  it  would 
be  weighed  down  to  defeat,  Senator  Moynihan  regrouped.  Instead 
of  offering  the  broader  bill,  he  held  a  markup  in  which  the  inde- 
pendent agency  bill  alone  was  approved.  Approval  on  the  Senate 
floor  is  likely  to  follow  soon. 

In  1994,  Senator  Moynihan's  hope  is  that  the  independent  agen- 
cy bill  can  be  approved  without  amendment  on  the  Senate  floor. 
Ideally,  the  House  of  Representatives  would  then  approve  a  more 
sweeping  Social  Security  bill  including  all  of  the  aforementioned 
provisions  as  well  as  smaller  items.  This  would  set  the  stage  for 
a  conference  at  which  the  Senate  could  agree  to  the  bulk,  if  not  all, 
of  the  House  provisions.  Certainly,  support  is  strong  in  the  Senate 
for  the  reallocation  and  the  domestic  workers  provisions.  Senator 
Moynihan  has  made  a  major  issue  of  promoting  the  domestic  work- 
ers legislation.  Under  such  a  scenario,  at  no  time  would  a  vehicle 
be  available  to  Senators  to  offer  tax  amendments  on  the  Social  Se- 
curity bill.  When  the  bill  first  appears  before  the  Senate  with  tax 
provisions,  it  will  be  in  the  form  of  an  up  or  down  vote  on  a  con- 
ference report  that  is  generally  not  subject  to  amendment.  This 
strategy  holds  out  promise  that  1994  will  be  a  productive  year  on 
Social  Security  legislation. 

Such  a  strategy  improves  the  chances  that  Congress  will  approve 
independent  agency  legislation  in  1994.  Because  that  legislation 
would  ostensibly  provide  the  basis  for  a  conference  with  the  House 
on  a  Social  Security  bill,  it  would  be  critical  for  the  resulting  con- 
ference report  to  have  an  agreement  on  that  proposal.  Differences 
have  in  the  past  separated  the  House  and  Senate  over  the  leader- 
ship structure  of  an  independent  agency,  with  the  Senate  prefer- 
ring a  single  administrator  and  the  House  a  three-member,  biparti- 
san board.  In  1994,  the  urgency  of  agreeing  to  a  position  in  order 
to  complete  legislation  on  all  pressing  Social  Security  matters  will 
provide  an  incentive  for  compromise  that  has  never  before  existed. 

Another  area  of  debate  that  took  place  in  1993  and  is  certain  to 
spill  into  the  future  is  over  the  role  of  entitlements  in  the  Federal 
budget.  President  Clinton  established  by  executive  order  the  Bipar- 
tisan Commission  on  Entitlement  Reform  on  November  5,  1993. 
The  Commission  is  to  issue  its  report  and  recommendations  by  De- 
cember 31,  1994.  The  pressure  for  more  deficit  reduction,  with  par- 
ticular emphasis  on  entitlements,  can  be  expected  to  continue 
throughout  1994.  Whether  Social  Security  will  be  included  in  the 
deficit  reduction  calculations  is  far  from  clear,  due  to  the  programs* 
special  relationship  of  the  budget. 
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The  1983  changes  in  Social  Security  financing  are  widely  recog- 
nized as  ensuring  the  solvency  of  the  system  well  into  the  next  cen- 
tury. That  same  law  which  restored  fiscal  health  to  Social  Security 
also  set  into  motion  rapidly  building  reserves  totaling  $378  billion 
in  1993.  These  reserves  are  designed  to  grow  by  hundreds  of  bil- 
lions of  dollars,  totaling  almost  $5  trillion  by  2024.  This  growth  re- 
mains controversial  because  the  reserves  are  used  to  underwrite 
the  Federal  budget  deficit. 

Nevertheless,  in  1994  Senator  Moynihan's  longstanding  effort  to 
reduce  Social  Security  tax  rates  is  likely  to  take  a  backseat  to  defi- 
cit reduction.  His  ability  to  promote  this  issue  in  1993  was  under- 
cut by  the  posture  taken  by  the  Clinton  Administration  in  deciding 
against  proposing  a  middle-class  tax  cut.  In  addition,  the  1990  re- 
moval of  Social  Security  trust  funds  from  the  budget  appeared  to 
have  settled  some  of  the  concern  about  Social  Security  financing. 
There  is  little  eagerness  to  revisit  this  issue  in  1994,  although  if 
proposals  for  a  middle-class  tax  cut  are  revived,  as  they  may  be 
prior  to  the  1996  Presidential  election,  Senator  Moynihan  is  likely 
to  propose  that  such  a  tax  cut  be  done  through  the  Social  Security 
program. 

Among  the  perennial  benefit  issues  that  will  be  on  the  agenda 
for  1993  are  the  earnings  test  and  the  notch.  Given  the  major  legis- 
lative activity  in  both  the  House  and  the  Senate  on  the  earnings 
test  in  1992,  the  issue  fell  from  the  radar  screen  with  surprising 
suddenness  in  1993.  Again  in  1994,  although  much  posturing  and 
speechmaking  can  again  be  anticipated,  little  in  the  way  of  real  re- 
form is  likely.  On  the  notch,  considering  it  was  voted  down  in  1992 
and  that  a  Notch  Commission  was  created,  and  that  the  due  date 
of  its  report  was  extended  until  the  end  of  1994,  proposals  for 
change  can  be  expected  to  be  forestalled. 

Much  of  the  focus  of  improving  Social  Security  in  1994  will  re- 
main with  the  new  administration  to  correct  the  way  the  program 
is  administered.  To  make  progress  on  some  of  the  most  important 
problems  facing  them,  SSA  will  require  additional  resources.  Con- 
gress is  approving  on  an  annual  basis  SSA's  request  for  $1  billion 
over  5  years  to  support  technological  and  infrastructure  improve- 
ments, signalling  a  new  level  of  commitment  to  improving  public 
service. 

Another  question  to  be  addressed  is  whether  to  remove  SSA's  ad- 
ministrative expenses  from  the  budget.  If  this  is  done,  it  will  make 
it  far  easier  to  commit  the  level  of  resources  that  will  be  needed 
for  SSA  to  carry  out  its  mission.  Because  OMB  has  not  acted  on 
its  own  to  take  these  off-budget,  Members  of  Congress  may  step  in 
to  enact  legislation  to  do  so.  Such  legislation  has  been  supported 
in  the  past  by  the  current  Chairmen  of  the  Senate  Finance,  Budg- 
et, and  Aging  Committees. 

Again  in  1994,  Congress  will  give  careful  scrutiny  as  to  how  SSA 
implements  the  law  requiring  SSA  to  provide  the  public  telephone 
access  to  their  local  Social  Security  offices.  While  the  House  ap- 
proved legislation  in  1993  to  require  SSA  to  reinstall  phone  lines 
to  local  offices  that  were  disconnected  when  the  800  number  was 
put  in  place,  the  provision  was  dropped  from  the  final  legislation. 
The  provision  is  likely  to  be  brought  up  again  in  1994  if  a  new  So- 
cial Security  bill  is  considered.  Such  a  provision  is  likely  to  be 
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agreed  upon  unless  SSA  undertakes  a  major  initiative  on  its  own 
to  restore  local  telephone  service,  as  required  by  the  original  1990 
law.  Discussions  to  accomplish  SSA  taking  such  an  initiative  were 
begun  with  Congress  in  1993. 

Regarding  the  SSDI  program,  the  major  challenge  facing  the  Ad- 
ministration in  1994  will  be  dealing  with  the  large  workloads  that 
are  creating  long  delays  and  backlogs.  Additional  appropriations 
that  were  made  in  1993  may  be  sufficient  to  prevent  a  further  dete- 
rioration of  services.  In  addition,  Congress  will  need  to  address  the 
shortfall  in  the  SSDI  trust  funds  in  the  near  future  with  a 
reallocation  from  the  OASI  revenue  stream. 

The  reengineering  effort  undertaken  in  1993,  with  a  report  due 
in  1994,  is  certain  to  spark  an  interesting  debate  about  the  fun- 
damental tenets  of  the  disability  determination  process.  It  is  far 
from  clear,  however,  that  any  changes  can  result  in  efficiencies  that 
will  be  sufficient  to  reduce  the  backlogs.  In  the  absence  of  a  major 
infusion  of  new  resources,  which  is  unlikely  in  1994,  problems  can 
be  expected  to  continue  unabated.  However,  reforms  spurred  by  the 
reengineering  project  may  provide  the  basis  for  processing  the 
workload  in  the  coming  years. 

While  1994  promises  to  be  a  year  of  much  debate  over  the  fun- 
damental nature  of  both  entitlement  programs  and  the  disability 
determination  process,  little  in  the  way  of  fundamental  reform  can 
be  expected.  A  substantial  package  of  amendments  and  administra- 
tive reforms  may  be  enacted  in  1994,  but  it  will  be  a  relatively  low- 
cost  package  that  does  not  challenge  any  of  the  fundamental  tenets 
of  Social  Security.  Social  Security  has  retained  its  underlying  sta- 
bility in  recent  years.  The  Social  Security  system  retains  the  over- 
whelming support  of  the  general  public,  the  elderly,  and  many  in 
the  Congress.  Given  this  support  and  adequate  current  financing, 
Social  Security  can  be  expected  to  continue  on  a  stable  path  in  the 
coming  years. 


Chapter  2 

EMPLOYEE  PENSIONS 

OVERVIEW 

Many  employees  receive  retirement  income  from  sources  other 
than  Social  Security.  Numerous  pension  plans  are  available  to  em- 
ployees from  a  variety  of  employers,  including  companies,  unions, 
Federal,  State,  and  local  governments,  the  U.S.  military,  National 
Guard,  and  Reserve  forces.  The  importance  of  the  income  these 
plans  provide  to  retirees  accounts  for  the  notable  level  of  recent 
congressional  interest,  which  culminated  in  massive  pension  re- 
forms in  1986. 

Congress  has  not  made  any  major  revisions  to  pension  laws  since 
1986.  Indeed,  most  of  the  major  retirement  income  policy  issues 
that  have  been  debated  in  recent  years  were  either  fully  or  par- 
tially resolved  by  the  1986  legislation.  However,  there  were  some 
exceptions. 

In  1987,  Congress  strengthened  the  requirements  governing  em- 
ployer contributions  to  defined  benefit  plans  in  order  to  assure  ade- 
quate levels  of  assets  for  employee  pension  benefits.  In  1990,  Con- 
gress made  a  number  of  substantial  changes  to  the  rules  governing 
asset  reversions  from  over-funded  pension  plans  and  increased 
Pension  Benefit  Guaranty  Corporation  (PBGC)  premiums  for  em- 
ployers. 

A.  PRIVATE  PENSIONS 

1.  Background 

Employer-sponsored  pension  plans  provide  many  retirees  with  a 
needed  supplement  to  their  Social  Security  income.  Most  of  these 
plans  are  sponsored  by  a  single  employer  and  provide  employees 
credit  only  for  service  performed  for  the  sponsoring  employer. 
Other  private  plan  participants  are  covered  by  multiemployer  plans 
which  provide  members  of  a  union  with  continued  benefit  accrual 
while  working  for  any  number  of  employers  within  the  same  indus- 
try and/or  region.  As  of  1991,  61  million  workers  and  retirees  were 
covered  by  an  employer-sponsored  pension  plan.  Employees  of  larg- 
er firms  are  far  more  likely  to  be  covered  by  an  employer-sponsored 
pension  plan  than  are  employees  of  small  firms. 

Most  private  plan  participants  are  covered  under  a  defined-bene- 
fit  pension  plan.  Defined-benefit  plans  generally  base  the  benefit 
paid  in  retirement  either  on  the  employee's  length  of  service  or  on 
a  combination  of  his  or  her  pay  and  length  of  service.  Large  private 
defined-benefit  plans  are  typically  funded  entirely  by  the  employer. 
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Defmed-contribution  plans,  on  the  other  hand,  specify  a  rate  at 
which  annual  or  periodic  contributions  are  made  to  an  account. 
Benefits  are  not  specified  but  are  a  function  of  the  account  balance, 
including  interest,  at  the  time  of  retirement. 

Some  Targe  employers  supplement  their  defined-benefit  plan  with 
one  or  more  defined-contribution  plans.  When  supplemental  plans 
are  offered,  the  defined-benefit  plan  is  usually  funded  entirely  by 
the  employer,  and  the  supplemental  defined-contribution  plans  are 
jointly  funded  by  employer  and  employee  contributions.  Defined- 
benefit  plans  occasionally  accept  voluntary  employee  contributions 
or  require  employee  contributions.  However,  fewer  than  3  percent 
of  defined-benefit  plans  require  contributions  from  employees. 

Private  pensions  are  provided  voluntarily  by  employers.  Nonethe- 
less, the  Congress  has  always  required  that  pension  trusts  receiv- 
ing favorable  tax  treatment  benefit  all  participants  without  dis- 
criminating in  favor  of  the  highly  paid.  Pension  trusts  receive  fa- 
vorable tax  treatment  in  three  ways:  (1)  Employers  can  deduct 
their  current  contributions  even  though  they  do  not  provide  imme- 
diate compensation  for  employees;  (2)  income  earned  by  the  trust 
fund  is  tax-exempt;  and  (3)  employer  contributions  and  trust  earn- 
ings are  not  taxable  to  the  employee  until  received  as  a  benefit. 
The  major  tax  advantages,  however,  are  the  tax-free  accumulation 
of  trust  interest  (inside  build-up)  and  the  fact  that  benefits  are 
often  taxed  at  a  lower  rate  in  retirement. 

In  the  last  decade,  the  Congress  has  increasingly  used  special  tax 
treatment  to  encourage  private  pension  coverage.  In  the  Employee 
Retirement  Income  Security  Act  (ERISA)  of  1974,  Congress  first  es- 
tablished minimum  standards  for  pension  plans  to  ensure  a  broad 
distribution  of  benefits  and  to  limit  pension  benefits  for  the  highly 
paid.  ERISA  also  established  standards  for  funding  and  admin- 
istering pension  trusts  and  added  an  employer-financed  program  of 
Federal  guarantees  for  pension  benefits  promised  by  private  em- 
ployers. 

In  1982,  Congress  sought  in  the  Tax  Equity  and  Fiscal  Respon- 
sibility Act  (TEFRA)  to  prevent  discrimination  in  small  corpora- 
tions by  requiring  so-called  "top  heavy"  plans  (plans  in  which  more 
than  60  percent  of  plan  assets  benefit  key  employees)  to  accelerate 
vesting  and  to  provide  a  minimum  benefit  for  short-service  work- 
ers. Most  of  the  general  safeguards  provided  in  TEFRA  were  ex- 
panded in  the  Tax  Reform  Act  of  1986. 

In  1984,  Congress  enacted  the  Retirement  Equity  Act  (REA)  to 
improve  the  delivery  of  pension  benefits  to  workers  and  their 
spouses.  REA  lowered  minimum  ages  for  participation  to  21,  pro- 
vided survivor  benefits  to  spouses  of  vested  workers,  and  clarified 
the  division  of  benefits  in  a  divorce. 

Title  XI  of  the  Tax  Reform  Act  of  1986  made  major  changes  in 
pension  and  deferred  compensation  plans  in  four  general  areas. 
The  Act: 

(1)  limited  an  employer's  ability  to  "integrate"  or  reduce  pen- 
sion benefits  to  account  for  Social  Security  contributions; 

(2)  reformed  coverage,  vesting,  and  nondiscrimination  rules; 

(3)  changed  the  rules  governing  distribution  of  benefits;  and 

(4)  modified  limits  on  the  maximum  amount  of  benefits  and 
contributions  in  tax-favored  plans. 
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2.  Issues  and  Legislative  Responses 
(a)  benefit  adequacy 

The  objective  of  retirement  plans  is  to  replace  workers'  pre-re- 
tirement earnings  with  benefits,  together  with  Social  Security,  suf- 
ficient to  maintain  their  standard  of  living  during  retirement.  In 
1981,  the  President's  Commission  on  Pension  Policy  recommended 
that,  to  achieve  this  goal,  the  average  wage  earner  would  need  in- 
come from  pensions,  Social  Security,  and  other  sources  equal  to  ap- 
proximately 75  percent  of  pre-retirement  earnings.  The  Commis- 
sion also  recommended  that  "replacement  ratios"  for  low-wage 
earners  should  be  higher  than  for  high-wage  earners. 

According  to  the  U.S.  Bureau  of  the  Census,  of  all  retirees  receiv- 
ing pension  benefits  in  1987,  68  percent  were  men.  While  the  mean 
monthly  pension  income  of  male  retirees  was  approximately  $744, 
pension  income  for  women  averaged  $417  per  month.  The  Census 
Bureau  found  that  retirees  under  age  65  received  higher  pension 
income  than  those  above  age  65.  Older  retirees,  however,  were  far 
more  likely  to  receive  Social  Security  benefits  concurrently  with 
their  pension. 

Career  patterns  have  the  greatest  effect  on  the  amount  of  bene- 
fits paid  by  pension  plans.  Workers  who  enter  plans  late  in  life  or 
work  for  short  periods  under  a  plan  earn  substantially  lower  bene- 
fits than  those  who  enter  early  and  work  at  full  career.  The  U.S. 
Department  of  Labor  has  found  that  the  median  benefit  for  work- 
ers with  10  years  of  service  under  their  last  pension  plan  replaced 
only  6  percent  of  their  pre-retirement  income,  while  the  median 
benefit  of  those  with  35  years  of  service  replaced  37  percent  of  pre- 
retirement income.  Similarly,  workers  who  entered  the  plan  at  a 
young  age  accumulate  larger  pensions  than  those  who  entered  the 
plan  late  in  life. 

(1)  Coverage 

In  1991,  61  million  workers  were  covered  by  an  employer-spon- 
sored pension  plan.  Employers  who  offer  pension  plans  do  not  have 
to  cover  every  employee.  The  law  governing  pensions— ERISA— 
permits  employers  to  exclude  part-time,  newly  hired,  and  very 
young  workers  from  the  pension  plan. 

In  1986,  the  Tax  Reform  Act  increased  the  proportion  of  an  em- 
ployer's work  force  that  must  be  covered  under  a  company  pension 
plan.  Under  prior  law,  a  plan  (or  several  comparable  plans  pro- 
vided by  the  same  employer)  had  to  meet  either  a  "percentage  test" 
or  a  "classification  test"  to  be  qualified  for  deferral  of  Federal  in- 
come taxes.  Employers  who  were  unwilling  to  meet  the  straight- 
forward percentage  test  found  substantial  latitude  under  the  classi- 
fication test  to  exclude  a  large  percentage  of  lower  paid  workers 
from  participating  in  the  pension  plan.  Under  the  percentage  test, 
the  plan(s)  had  to  benefit  70  percent  of  the  workers  meeting  mini- 
mum age  and  service  requirements  (56  percent  of  the  workers  if 
the  plan  made  participation  contingent  upon  employee  contribu- 
tions). A  plan  could  avoid  this  test  if  it  could  show  that  it  benefited 
a  classification  of  employees  that  did  not  discriminate  in  favor  of 
highly   compensated   employees.   The   classifications   actually   ap- 
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proved  by  the  Internal  Revenue  Service,  however,  permitted  em- 
ployers to  structure  plans  benefiting  almost  exclusively  highly  com- 
pensated employees. 

Pension  coverage  was  expanded  in  the  Tax  Reform  Act  by  raising 
the  percentage  of  employees  that  must  be  covered  under  the  per- 
centage test,  and  by  eliminating  the  classification  test  and  replac- 
ing it  with  much  tougher  and  more  specific  alternative  tests:  The 
"ratio  test"  and  the  "average  benefit  test."  Under  the  new  percent- 
age test,  70  percent  of  non-highly  compensated  workers  must  bene- 
fit (as  opposed  to  70  percent  of  all  workers).  Alternatively,  an  em- 
ployer can  benefit  a  smaller  percentage  of  the  company's  work  force 
if  the  number  of  non-highly  compensated  workers  benefiting  is  at 
least  70  percent  of  the  number  of  highly  compensated  workers.  The 
average  benefit  test  permits  employers  to  adjust  the  coverage  re- 
quirements to  take  into  account  the  level  of  benefits  in  the  plan. 
Employers  can  meet  this  test  by  providing  non-highly  compensated 
employees,  on  average,  with  at  least  70  percent  of  the  average  ben- 
efit of  highly  compensated  employees  (counting  noncovered  employ- 
ees as  having  zero  benefits).  Plans  were  required  to  meet  these  new 
coverage  requirements  by  January  1,  1989. 

Most  noncovered  workers  work  for  employers  who  do  not  sponsor 
a  pension  plan.  Nearly  three-quarters  of  the  noncovered  employees 
work  for  small  employers.  Small  firms  often  do  not  provide  pen- 
sions because  pension  plans  can  be  administratively  complex  and 
costly.  Often  these  firms  have  low  profit  margins  and  uncertain  fu- 
tures, and  the  tax  benefits  of  a  pension  plan  for  the  company  are 
not  as  great  for  small  firms. 

Projected  trends  in  future  pension  coverage  have  been  hotly  de- 
bated. The  expansion  of  pension  coverage  has  slowed  over  the  last 
decade.  The  most  rapid  growth  in  coverage  occurred  in  the  1940's 
and  1950's  when  the  largest  employers  adopted  pension  plans.  It 
is  unlikely  that  pension  coverage  will  grow  significantly  without 
some  added  incentive  for  small  business  to  add  pension  plans  and 
for  employers  to  include  currently  excluded  workers  in  their  plans. 

Simply  because  a  worker  may  be  covered  by  a  pension  plan  does 
not  insure  that  he  or  she  will  receive  retirement  benefits.  To  re- 
ceive retirements  benefits,  a  worker  must  vest  under  the  company 
plan.  Vesting  entails  remaining  with  a  firm  for  a  requisite  number 
of  years  and  thereby  earning  the  right  to  receive  a  pension. 

Vesting  provisions  are  a  simple  way  to  insure  that  benefits  do 
not  go  to  short-term  workers,  as  well  as  to  induce  certain  workers 
to  remain  on  the  job.  Indeed,  those  employees  who  are  only  a  few 
years  short  of  vesting  tend  to  remain  on  the  job  until  they  are  as- 
sured of  receiving  a  retirement  benefit. 

To  enable  more  employees  to  vest  either  partially  or  fully  in  a 
pension  plan,  the  1986  Tax  Reform  Act  required  more  rapid  vest- 
ing. The  new  provision,  which  applied  to  all  employees  working  as 
of  January  1,  1989,  require  that,  if  no  part  of  the  benefit  is  vested 
prior  to  5  years  of  service,  then  benefits  fully  vest  at  the  end  of  5 
years.  If  a  plan  provides  for  partial  vesting  before  5  years  of  serv- 
ice, then  full  vesting  is  required  at  the  end  of  7  years  of  service. 
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(2)  Benefit  Distribution  and  Deferrals 

Vested  workers  who  leave  an  employer  before  retirement  age 
generally  have  the  right  to  receive  vested  deferred  benefits  from 
the  plan  when  they  reach  retirement  age.  Benefits  that  can  only  be 
paid  this  way  are  not  "portable"  because  the  departing  worker  may 
not  transfer  the  benefits  to  his  or  her  next  plan  or  to  a  savings  ac- 
count. 

Many  pension  plans,  however,  allow  a  departing  worker  to  take 
a  lump-sum  cash  distribution  of  his  or  her  accrued  benefits.  Fed- 
eral policy  regarding  lump-sum  distributions  has  been  inconsistent. 
On  the  one  hand,  Congress  formerly  encouraged  the  consumption 
of  lump-sum  distributions  by  permitting  employers  to  make  dis- 
tributions without  the  consent  of  the  employee  on  amounts  of 
$3,500  or  less,  and  by  providing  favorable  tax  treatment  through 
the  use  of  the  unique  "10-year  forward  averaging"  rule.  On  the 
other  hand,  Congress  has  tried  to  encourage  departing  workers  to 
save  their  distributions  by  deferring  taxes  if  the  amount  is  rolled 
into  an  individual  retirement  account  (IRA)  within  60  days.  IRA 
rollovers,  however,  have  attracted  only  a  minority  of  lump-sum  dis- 
tributions. 

Workers  that  receive  lump-sum  distributions  tend  to  spend  them 
rather  than  save  them.  Thus,  distributions  appear  to  reduce  retire- 
ment income  rather  than  increase  it.  Recent  data  indicate  that  only 
5  percent  of  lump-sum  distributions  are  saved  in  a  retirement  ac- 
count and  only  32  percent  are  retained  in  any  form.  Even  among 
older  and  better  educated  workers,  fewer  than  half  roll  their  pre- 
retirement distributions  into  a  retirement  savings  account. 

Traditionally,  different  types  of  plans  have  distributed  their  ben- 
efits in  different  forms.  Defined-benefit  pension  plans  have  gen- 
erally provided  distributions  only  in  the  form  of  an  annuity  at  re- 
tirement, while  defined-contribution  pension,  profit-sharing,  or 
thrift  plans  have  generally  provided  distributions  as  a  lump-sum 
payment  whenever  an  employee  leaves  the  company. 

The  extension  of  emergency  unemployment  benefits  signed  into 
law  on  July  3,  1992,  includes  several  provisions  designed  to  raise 
revenue  to  offset  the  cost  of  these  extra  benefits.  One  provision 
mandates  20  percent  income  tax  withholding  on  all  lump-sum  dis- 
tributions after  December  31,  1992,  except  those  transferred  di- 
rectly from  one  plan  to  another  without  passing  through  a  partici- 
pant's hands.  All  pension  plans  will  be  required  to  offer  direct 
transfers  that  bypass  the  participant  and,  hence,  are  not  subject  to 
withholding.  Participants  will  be  permitted  to  roll  over  any  portion 
of  their  pension  assets  when  received  as  a  lump  sum.  Prior  law 
permitted  rollovers  only  when  a  distribution  amounted  to  at  least 
half  of  a  participant's  assets  in  the  plan.  The  major  goal  of  these 
changes  is  to  encourage  plan  participants  to  preserve  retirement 
savings  for  later  use  and  to  discourage  the  immediate  consumption 
of  savings.  Critics  argue  that  the  changes  burden  plan  sponsors, 
may  trap  unwary  participants,  and  fail  to  address  the  major  rea- 
sons why  workers  often  lose  much  of  the  value  of  future  pension 
benefits  when  changing  jobs. 
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(3)  Pension  Integration 

Current  rules  permitting  employers  to  compute  pension  benefits 
by  taking  into  account  Social  Security  benefits  can  result  in  lower 
paid  workers  receiving  less  generous  pension  benefits.  Under  the 
Social  Security  program,  employees  generally  pay  a  uniform  tax 
rate  but  receive  Social  Security  benefits  that  are  proportionately 
higher  at  lower  levels  of  income.  Employers  who  want  to  blend 
their  pension  benefits  with  Social  Security  benefits  to  achieve  a 
more  uniform  rate  of  income  replacement  for  their  retirees  use  in- 
tegration to  accomplish  this  goal.  The  integration  rules  define  the 
amount  of  the  difference  in  benefits  between  higher  and  lower  paid 
workers  before  the  plan  is  considered  discriminatory. 

In  general,  two  types  of  integration  methods  exist — excess  and 
offset.  In  excess  integration,  plans  pay  a  higher  contribution  or 
benefit  on  earnings  above  a  particular  level  (the  "integration  level") 
than  they  pay  on  earnings  below  that  level.  In  offset  integration, 
plans  reduce  the  pension  benefit  by  a  percentage  of  the  Social  Se- 
curity benefit. 

The  1986  Tax  Reform  Act  modified  the  amount  of  integration 
permissible  under  the  revenue  rulings  to  prevent  the  elimination  of 
pension  benefits  in  the  case  of  certain  low-paid  or  short-service 
workers.  Under  the  new  integration  rules,  defmed-benefit  plan  par- 
ticipants receive  a  minimum  of  50  percent  of  the  pension  benefit 
they  would  receive  without  integration.  Defined-contribution  plans 
cannot  contribute  above  the  wage  base  ($57,600  in  1993)  at  a  rate 
more  than  twice  the  rate  they  contribute  below  the  wage  base,  and 
in  no  case  can  they  have  a  differential  greater  than  that  under 
prior  law  (5.7  percent).  Excess  plans  cannot  pay  benefits  on  final 
pay  above  the  wage  base  at  a  rate  exceeding  twice  the  rate  they 
pay  below  the  wage  base,  nor  can  they  have  a  differential  in  the 
rate  exceeding  three-fourths  of  a  percent  multiplied  by  years  of 
service.  Offset  plans  cannot  pay  less  than  50  percent  of  the  pension 
benefit  that  would  have  been  paid  without  integration,  and  in  no 
case  can  they  reduce  the  pension  by  more  than  three-fourths  of  a 
percent  of  the  participant's  final  average  pay  multiplied  by  years 
of  service. 

(B)  TAX  EQUITY 

Private  pensions  are  encouraged  through  tax  benefits,  estimated 
by  the  Treasury  to  be  $56.5  billion  in  fiscal  year  1993.  In  return, 
Congress  regulates  private  plans  to  prevent  over-accumulation  of 
benefits  by  the  highly  paid.  Congressional  efforts  to  prevent  the 
discriminatory  provision  of  benefits  have  focused  on  voluntary  sav- 
ings plans  and  on  the  effectiveness  of  current  coverage  and  dis- 
crimination rules. 

(1)  Limitations  on  Tax-Favored  Voluntary  Savings 

The  Tax  Reform  Act  of  1986  tightened  the  limits  on  voluntary 
tax-favored  savings  plans.  The  Act  repealed  the  deductibility  of 
contributions  to  an  IRA  for  participants  in  pension  plans  with  ad- 
justed gross  incomes  (AGIs)  in  excess  of  $35,000  (individuals)  or 
$50,000  (joint)— with  a  phased-out  reduction  in  the  amount  deduct- 
ible for  those  with  AGIs  above  $25,000  or  $40,000,  respectively.  It 
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also  reduced  the  dollar  limit  on  the  amount  employees  can  elect  to 
contribute  through  salary  reduction  to  an  employer  plan  from 
$30,000  to  $7,000  per  year  for  private  sector  401(k)  plans  and  to 
$9,500  per  year  for  public  sector  and  nonprofit  403(b)  plans.  The 
dollar  limits  are  subject  to  annual  inflation  adjustments.  Addition- 
ally, the  Act  tightened  the  nondiscrimination  test,  which  further 
limits  the  elective  contributions  of  highly  compensated  employees 
in  relation  to  the  actual  contributions  of  lower  paid  employees.  Fi- 
nally, the  Act  encourages  small-employer  adoption  of  pension  plans 
by  permitting  employers  with  fewer  than  25  employees  to  adopt 
simplified  employer  pensions  (SEPs)  with  elective  employee  defer- 
rals. 

(2)  Limitations  on  Benefits  and  Contributions 

The  Internal  Revenue  Code  limits  the  amount  of  additional  accu- 
mulation an  individual  can  have  each  year  in  a  tax-favored  plan. 
In  recent  years,  the  Congress  has  reduced  and  frozen  the  Section 
415  limits  largely  to  raise  revenue  for  Federal  deficit  reduction. 
The  Tax  Reform  Act  restored  the  indexing  of  the  Section  415  limits, 
modified  the  relationship  between  the  benefit  and  contribution 
amounts  to  establish  parity,  and  changed  the  adjustment  in  the  de- 
fined-benefit  dollar  limit  for  early  retirement. 

To  reduce  the  potential  for  an  individual  to  overaccumulate  by 
using  several  plans,  the  Tax  Reform  Act  both  retained  the  current 
law  combined  limit  and  added  a  15  percent  excise  tax  to  recapture 
the  tax  benefits  of  annual  benefits  (including  IRA  withdrawals)  in 
excess  of  125  percent  of  the  defined-benefit  limit  (but  not  less  than 
$150,000). 

One  of  the  major  purposes  of  the  retirement  provisions  of  the  Tax 
Reform  Act  of  1986  was  to  expand  the  proportion  of  the  population 
receiving  pension  benefits  and  raise  average  benefits  from  em- 
ployer-sponsored plans.  Data  prepared  by  ICF,  Inc.,  for  the  Amer- 
ican Association  of  Retired  Persons  (AARP)  indicates  that  the  com- 
bination of  expanded  coverage,  5-year  vesting,  limits  on  pension  in- 
tegration, and  tighter  distribution  rules  is  expected  to  increase  sub- 
stantially future  benefits  paid  to  today's  younger  workers.  The 
study  simulated  the  pension  income  received  by  the  families  of 
workers  who  will  reach  age  67  in  the  years  2011-2020.  The  benefit 
improvements  in  the  Tax  Reform  Act  will  raise  average  annual 
family  pension  income  from  $8,400  (under  prior  law)  to  $10,200 
(1986  dollars)  and  will  increase  the  percentage  of  families  receiving 
pension  income  from  68  percent  (under  prior  law)  to  77  percent. 
Women,  m  particular,  are  expected  to  benefit  from  the  pension  re- 
forms. ICF  estimated  that  the  Tax  Reform  Act  changes  will  in- 
crease the  number  of  women  with  pension  benefits  during  the 
2011-2020  period  by  23  percent. 

(C)  PENSION  FUNDING 

The  contributions  that  plan  sponsors  set  aside  in  pension  trusts 
are  invested  to  build  sufficient  assets  to  pay  benefits  to  workers 
throughout  their  retirement.  The  Federal  Government,  through  the 
Employee  Retirement  Income  Security  Act  of  1974  (ERISA),  regu- 
lates the  level  of  funding  and  the  management  and  investment  of 
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pension  trusts.  Under  ERISA,  plans  that  promise  a  specified  level 
of  benefits  (defined-benefit  plans)  must  either  have  assets  adequate 
to  meet  benefit  obligations  earned  to  date  under  the  plan  or  must 
make  additional  annual  contributions  to  reach  full  funding  in  the 
future.  Plans  pre-dating  ERISA  are  allowed  40  years  to  reach  full 
funding.  Under  ERISA,  all  pension  plans  are  required  to  diversify 
their  assets,  are  prohibited  from  buying,  selling,  exchanging,  or 
leasing  property  with  a  "party-in-interest,"  and  are  prohibited  from 
using  the  assets  or  income  of  the  trust  for  any  purpose  other  than 
the  payment  of  benefits  or  reasonable  administrative  costs. 

Prior  to  ERISA,  participants  in  underfunded  pension  plans  lost 
some  or  all  of  their  benefits  when  employers  went  out  of  business. 
To  correct  this  problem,  ERISA  established  a  program  of  termi- 
nation insurance  to  guarantee  the  vested  benefits  of  participants  in 
single-employer  defined-benefit  plans.  This  program  guaranteed 
benefits  up  to  $29,250  a  year  in  1993  (adjusted  annually).  The  sin- 
gle-employer program  is  funded  through  annual  premiums  paid  by 
employers  to  the  Pension  Benefit  Guaranty  Corporation  (PBGC>-- 
a  Federal  Government  agency  established  in  1974  by  title  IV  of 
ERISA  to  protect  the  retirement  income  of  participants  and  bene- 
ficiaries covered  by  private  sector,  defined-benefit  pension  plans. 
When  an  employer  terminates  an  underfunded  plan,  the  employer 
is  liable  to  the  PBGC  for  up  to  30  percent  of  the  employer's  net 
worth.  A  similar  termination  insurance  program  was  enacted  in 
1980  for  multi-employer  defined-benefit  plans,  using  a  lower  an- 
nual premium,  but  guaranteeing  only  a  portion  of  the  participant's 
benefits. 

The  past  years  have  brought  increasing  concern  that  the  single- 
employer  termination  insurance  program  is  inadequately  funded.  A 
major  cause  of  the  PBGC's  problem  has  been  the  ease  with  which 
economically  viable  companies  could  terminate  underfunded  plans 
and  unload  their  pension  liabilities  on  the  termination  insurance 
program.  Employers  unable  to  make  required  contributions  to  the 
pension  plan  requested  funding  waivers  from  the  IRS,  permitting 
them  to  withhold  their  contributions,  and  thus  increase  their  un- 
funded liabilities.  As  the  underfunding  grew,  the  company  termi- 
nated the  plan  and  transferred  the  liability  to  the  PBGC.  The 
PBGC  was  helpless  to  prevent  the  termination  and  was  also  lim- 
ited in  the  amount  of  assets  that  it  could  collect  from  the  company 
to  help  pay  for  underfunding  to  30  percent  of  the  company's  net 
worth.  PBGC  was  unable  to  collect  much  from  the  financially  trou- 
bled companies  because  they  were  likely  to  have  little  or  no  net 
worth. 

During  the  past  few  years,  the  PBGC  has  assumed  responsibility 
for  several  large  claims.  The  largest  was  that  of  the  LTV  Corpora- 
tion, which  filed  for  Chapter  11  bankruptcy  in  1986.  LTVs  three 
terminated  steel  pension  plans  doubled  PBGC's  deficit  from  $2  bil- 
lion to  $4  billion  and  illustrated  a  fundamental  weakness  of  the 
termination  insurance  program.  Under  the  law,  companies  such  as 
LTV  could  eventually  become  profitable,  in  part  because  they  had 
succeeded  in  dumping  pension  liabilities  on  the  PBGC.  The  result 
was  that  participants  in  the  pension  plans  of  such  companies 
(through  some  loss  in  benefits)  and  the  companies'  competitors 
(through  higher  premiums  to  the   PBGC)  were  subsidizing  the 
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firm's  future  profitability.  In  1990,  the  Supreme  Court  decided  that 
the  PBGC  did  have  the  authority  to  revert  LTVs  pension  obliga- 
tions back  to  the  corporation.  PBGC  has  since  reached  a  major  set- 
tlement with  LTV  that  is  expected  to  prevent  a  significant  loss  for 
many  of  LTVs  workers,  the  pension  insurance  program,  and  other 
premium  payers,  while  contributing  to  LTVs  reorganizational  ef- 
fort. 

During  1986,  several  important  changes  were  enacted  to  improve 
PBGC's  financial  position.  First,  the  premium  paid  to  the  PBGC  by 
employers  was  increased  per  participant.  In  addition,  the  cir- 
cumstances under  which  employers  could  terminate  underfunded 
pension  plans  and  dump  them  on  the  PBGC  were  tightened  consid- 
erably. A  distinction  is  now  made  between  "standard"  and  "dis- 
tress" terminations.  In  a  standard  termination,  the  employer  has 
adequate  assets  to  meet  plan  obligations  and  must  pay  all  benefit 
commitments  under  the  plan,  including  benefits  in  excess  of  the 
amounts  quaranteed  by  the  PBGC  that  were  vested  prior  to  termi- 
nation of  the  plan.  A  "distress"  termination  allows  a  sponsor  that 
is  in  serious  financial  trouble  to  terminate  a  plan  that  may  be  less 
than  fully  funded. 

While  significant  accomplishments  were  made  in  1986,  these 
changes  did  not  solve  the  PBGC's  financing  problems.  As  a  remedy 
a  provision  in  OBRA  87  (P.L.  100-203)  called  for  a  PBGC  premium 
increase  in  1989  and  an  additional  "variable-rate  premium"  based 
on  the  amount  that  the  plan  is  underfunded. 

In  OBRA  90,  Congress  increased  the  flat  premium  rate  to  $19  a 
participant.  Additionally,  it  increased  the  variable  rate  to  $9  per 
$1,000  of  unfunded  vested  benefits.  Also,  the  Act  increased  the  per 
participant  cap  on  the  additional  premium  to  $53. 

The  financial  viability  of  the  PBGC  continued  to  be  an  issue  in 
1991.  This  concern  was  demonstrated  in  the  Senate's  refusal  to 
pass  the  Pension  Restoration  Act  of  1991,  a  bill  that  would  have 
extended  PBGC's  pension  guarantee  protection  to  individuals  who 
had  lost  their  pension  benefits  before  the  enactment  of  ERISA  in 
1974. 


(D)  PENSION  ACCRUAL 

A  provision  in  OBRA  86  required  that  the  IRS,  the  Equal  Em- 
ployment Opportunity  Commission  (EEOC),  and  the  Department  of 
Labor  issue  regulations  requiring  employers  to  continue  accruing 
pension  benefits  for  employees  working  beyond  normal  retirement 
age  by  early  1988.  In  April  1988,  the  IRS  proposed  a  rule  providing 
that  all  years  of  service  be  taken  into  account  in  determining  re- 
tirement benefits  in  defined  benefit  plans.  In  contrast,  with  respect 
to  defmed-contribution  plans,  the  law  would  not  be  applied  retro- 
actively under  the  IRS  ruling.  Under  the  rule,  a  worker  with  a  de- 
fined-benefit  plan  and  who  turns  age  65  prior  to  1988  would  accrue 
pension  credits  for  years  of  service  prior  to  the  law's  1988  effective 
date.  However,  if  the  same  worker  were  covered  by  a  defined-con- 
tribution  plan,  only  employment  after  January  1988  would  be  cred- 
ited. 
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3.  Prognosis 

It  is  clear  that  private  pension  plan  coverage  rates  have  declined 
in  recent  years.  The  high  concentration  of  small  firms  in  the  ex- 
panding service  industry  and  the  low  coverage  rates  among  service 
industry  workers  portend  stability  or,  perhaps,  a  further  slight 
drop  in  the  portion  of  the  private  labor  force  covered  by  private 
pension  plans.  These  trends  suggest  that  the  rate  of  private  pen- 
sion receipts  may  decline  among  future  generations  of  retirees, 
making  them  more  dependent  on  Social  Security  and  other  forms 
of  retirement  savings. 

There  is  also  a  shift  away  from  traditional  defined  benefit  plans 
toward  discretionary  employee  retirement  savings  arrangements. 
Of  concern  are  the  implications  of  this  trend  on  retirement  income 
security.  Some  analysts  think  that  the  decline  in  offering  of  the  de- 
fined benefit  plans  reflects  the  highly  regulated  nature  of  the  vol- 
untary pension  system.  Others  feel  that  it  reflects  changes  in  the 
economy  and  worker  preferences.  Many  think  it  is  both. 

Another  concern  is  underfunding  of  pension  plans.  Underfunding 
in  corporate  pension  plans  from  $38  billion  to  $53  billion  in  1992, 
prompting  administration  officials  in  1993  to  call  for  swift  action 
on  a  bill  that  would  protect  taxpayers  and  retirees.  The  Clinton  Ad- 
ministration^ bill  would  require  companies  to  accelerate  funding  of 
pension  plans  and  to  inform  employees  who  are  at  risk  of  losing 
benefits  if  their  companies  fail.  It  is  likely  to  be  carefully  consid- 
ered in  1994. 

As  a  result  of  these  trends,  the  financial  picture  of  the  PBGC 
continues  to  be  of  concern.  The  PBGC  has  accumulated  a  large  def- 
icit ($2.7  billion)  from  single-employer  defined  benefit  plans  that 
have  already  ended  and  faces  the  potential  for  much  larger  losses 
in  the  future.  While  PBGC  is  operating  at  a  long-term  deficit,  it  is 
not  experiencing  any  short-term  financial  crisis.  However,  PBGC 
still  faces  formidable  challenges.  About  $40  billion  of  underfunding 
exists  in  single  employer  plans  concentrated  in  troubled  steel,  air- 
line, and  auto  industries.  At  least  $12  billion  of  "reasonably  pos- 
sible losses"  are  associated  with  underfunded  plans  sponsored  by  fi- 
nancially troubled  companies  primarily  in  these  industries. 

American  workers  and  retirees  have  come  to  expect  that  their 
pensions  will  be  protected.  However,  PBGC's  dire  financial  straits 
and  future  conditions  in  certain  sectors  of  the  economy  may  put 
this  guaranty  to  a  test.  Coming  on  the  heels  of  the  savings  and 
loan  collapse  and  the  massive  taxpayer  bailout,  the  situation 
causes  alarm.  Unless  significant  changes  are  made  in  the  way  pen- 
sion insurance  is  priced  and  benefits  are  funded,  it  may  be  nec- 
essary to  curtail  the  portion  of  the  pension  promise  that  Govern- 
ment can  guarantee. 

As  the  Federal  budget  deficit  has  mounted,  sc  too  has  the  clamor 
to  cut  back  on  some  of  the  preferential  treatment  (so  called  "tax  ex- 
penditures") woven  into  our  tax  system.  One  target  is  the  esti- 
mated $56.5  billion  tax  expenditure  related  to  tax-favored  pension 
plans  in  fiscal  year  1993 — the  largest  tax  expenditure  in  the  Fed- 
eral budget.  Steps  have  been  taken  over  the  last  decade  to  reduce 
pension  largess  and  to  ensure  tax-favored  plans  are  broadly  based 
and  nondiscriminatory.  But  an  issue  of  future  concern  is  what  ef- 
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feet  further  actions  to  raise  revenue  will  have  on  the  future  of  pen- 
sions. 

The  issue  of  pension  portability  also  promises  to  receive  some  at- 
tention. Pension  benefit  portability  involves  the  ability  to  preserve 
the  value  of  an  employees'  benefits  upon  a  change  in  employment 
Proponents  argue  that  the  mobility  of  today's  work  force  demands 
benefit  portability.  Alternatives  to  expand  pension  portability  that 
may  receive  attention  during  1994  include  proposals  to  establish  a 
Federal  portability  agency  or  a  central  clearinghouse,  which  would 
maintain  accounts  on  behalf  of  workers,  and  proposals  to  expand 
the  current  retirement  arrangements  to  require  or  facilitate  roll- 
overs of  pre-retirement  distributions  to  an  employer  plan  or  an 

B.  STATE  AND  LOCAL  PUBLIC  EMPLOYEE  PENSION  PLANS 

1.  Background 

Pension  funds  covering  15.7  million  State  and  local  government 
workers  and  retirees  currently  hold  assets  worth  about  $878  bil- 
lion; those  assets  may  reach  $1  trillion  by  1993.  Although  some 
public  plans  are  not  adequately  funded,  most  State  plans  and  large 
municipal  plans  have  substantial  assets  to  back  up  their  benefit  ob- 
ligations. At  the  same  time,  State  and  local  governments  are  facing 
crushing  fiscal  problems,  and  some  are  seeking  relief  by  reducing 
or  deferring  contributions  into  their  pension  plans  to  free  up  cash 
for  other  purposes.  Those  who  are  concerned  that  these  actions 
may  jeopardize  future  pension  benefits  suggest  that  the  Federal 
Government  should  regulate  State  and  local  government  pension 
fund  operations  to  ensure  adequate  funding. 

State  and  local  pension  plans  intentionally  were  left  outside  the 
scope  of  Federal  regulation  under  ERISA  in  1974,  even  though 
there  was  concern  at  the  time  about  large  unfunded  liabilities  and 
the  need  for  greater  protection  for  participants.  Although  unions 
representing  State  and  municipal  employees  from  the  beginning 
have  supported  the  application  of  ERISA-like  standards  to  these 
plans,  opposition  from  local  officials  and  interest  groups  thus  far 
have  successfully  counteracted  these  efforts,  arguing  that  the  ex- 
tension of  such  standards  would  be  unwarranted  and  unconstitu- 
tional interference  with  the  right  of  State  and  local  governments  to 
set  the  terms  and  conditions  of  employment  for  their  workers. 

(A)  TAX  REFORM  ACT  OF  1986 

Public  employee  retirement  plans  were  affected  directly  by  sev- 
eral provisions  of  the  Tax  Reform  Act  of  1986.  The  Act  made  two 
changes  that  apply  specifically  to  public  plans:  (1)  The  maximum 
employee  elective  contributions  to  voluntary  savings  plans  (401(k) 
403(b),  and  457  plans)  were  substantially  reduced,  and  (2)  the  once- 
favorable  tax  treatment  of  distributions  from  contributory  pension 
plans  was  eliminated. 

(B)  ELECTIVE  DEFERRALS 

The  Tax  Reform  Act  set  lower  limits  for  employee  elective  defer- 
rals to  savings  vehicles,  coordinated  the  limits  for  contributions  to 
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multiple  plans,  and  prevented  State  and  local  governments  from 
establishing  new  401(k)  plans.  The  maximum  contribution  per- 
mitted to  an  existing  401(k)  plan  was  reduced  from  $30,000  to 
$7,000  a  year  and  the  nondiscrimination  rule  that  limits  the  aver- 
age contribution  of  highly  compensated  employees  to  a  ratio  of  the 
average  contribution  of  employees  who  do  not  earn  as  much  was 
tightened.  The  maximum  contribution  to  a  403(b)  plan  (tax-shel- 
tered annuity  for  public  school  employees)  was  reduced  to  $9,500 
a  year  and  employer  contributions  for  the  first  time  were  made 
subject  to  nondiscrimination  rules.  In  addition,  pre-retirement 
withdrawals  were  restricted  unless  due  to  hardship.  The  maximum 
contribution  to  a  457  plan  (unfunded  deferred  compensation  plan 
for  a  State  or  local  government)  remained  at  $7,500,  but  is  coordi- 
nated with  contributions  to  a  401(k)  or  403(b)  plan.  In  addition, 
457  plans  are  required  to  commence  distributions  under  uniform 
rules  that  apply  to  all  pension  plans.  The  lower  limits  were  effec- 
tive for  deferrals  made  on  or  after  January  1,  1987,  while  the  other 
changes  generally  were  effective  January  1,  1989. 

(C)  TAXATION  OF  DISTRIBUTIONS 

The  tax  treatment  of  distributions  from  public  employee  pension 
plans  also  was  modified  by  the  Tax  Reform  Act  of  1986  to  develop 
consistent  treatment  for  employees  in  contributory  and  non- 
contributory  pension  plans.  Before  1986,  public  employees  who  had 
made  after-tax  contributions  to  their  pension  plans  could  receive 
their  own  contributions  first  (tax-free)  after  the  annuity  starting 
date  if  the  entire  contribution  could  be  recovered  within  3  years, 
and  then  pay  taxes  on  the  full  amount  of  the  annuity.  Alternately, 
employees  could  receive  annuities  in  which  the  portions  of  notice- 
able contributions  and  taxable  pensions  were  fixed  over  time.  The 
Tax  Reform  Act  repealed  the  3-year  basis  recovery  rule  that  per- 
mitted tax-free  portions  of  the  retirement  annuity  to  be  paid  first. 
Under  the  new  law,  retirees  from  public  plans  must  receive  annu- 
ities that  are  a  combination  of  taxable  and  nontaxable  amounts. 

The  tax  treatment  of  pre-retirement  distributions  was  changed 
for  all  retirement  plans  in  an  effort  to  discourage  the  use  of  retire- 
ment money  for  purposes  other  than  retirement.  A  10  percent  pen- 
alty tax  applies  to  any  distribution  before  age  59.5  other  than  dis- 
tributions in  the  form  of  a  life  annuity  at  early  retirement  at  or 
after  age  55,  in  the  event  of  the  death  of  the  employee,  or  in  the 
event  of  medical  hardship.  In  addition,  refunds  of  after-tax  em- 
ployee contributions  and  payments  from  457  plans  are  not  subject 
to  the  10  percent  penalty  tax.  The  Tax  Reform  Act  of  1986  also  re- 
pealed the  use  of  the  advantageous  10-year  forward-averaging  tax 
treatment  for  lump-sum  distributions  received  prior  to  age  59.5, 
and  provides  for  a  one-time  use  of  5-year  forward-averaging  after 
age  59.5. 

2.  Issues  and  Legislative  Response 

(a)  federal  regulation 

Issues  surrounding  Federal  regulation  of  public  pension  plans 
have  changed  little  in  the  past  10  years.  A  1978  report  to  Congress 
by  the  Pension  Task  Force  on  Public  Employee  Retirement  Systems 
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concluded  that  State  and  local  plans  often  were  deficient  in  fund- 
ing, disclosure,  and  benefit  adequacy.  The  Task  Force  reported 
many  deficiencies  that  still  exist  today. 

Government  retirement  plans,  particularly  smaller  plans,  fre- 
quently were  operated  without  regard  to  generally  accepted  finan- 
cial and  accounting  procedures  applicable  to  private  plans  and 
other  financial  enterprises.  There  was  a  general  lack  of  consistent 
standards  of  conduct. 

Open  opportunities  existed  for  conflict-of-interest  transactions, 
and  freauent  poor  plan  investment  performance.  Many  plans  were 
not  funded  on  the  basis  of  sound  actuarial  principles  and  assump- 
tions, resulting  in  adequate  funding  that  could  place  future  bene- 
ficiaries at  risk  of  losing  benefits  altogether.  There  was  a  lack  of 
standardized  and  effective  disclosure,  creating  a  significant  poten- 
tial for  abuse  due  to  the  lack  of  independent  and  external  reviews 
of  plan  operations. 

Although  most  plans  effectively  met  ERISA  minimum  participa- 
tion and  benefit  accrual  standards,  two  of  every  three  plans,  cover- 
ing 20  percent  of  plan  participants,  did  not  meet  ERISA's  minimum 
vesting  standard.  There  remains  considerable  variation  and  uncer- 
tainty in  the  interpretation  and  application  of  provisions  pertaining 
to  State  and  local  retirement  plans,  including  the  antidiscrimina- 
tion and  tax  qualification  requirements  of  the  Internal  Revenue 
Code.  While  most  administrators  seem  to  follow  the  broad  outlines 
of  ERISA  benefit  standards,  they  are  not  required  to  do  so.  The 
sheer  size  of  the  investment  funds  suggests  that  a  Federal  stand- 
ard might  be  prudent. 

However,  the  need  for  improved  standards  has  not  obscured  the 
latent  constitutional  question  posed  by  Federal  regulation.  In  Na- 
tional League  of  Cities  v.  Usery,  the  U.S.  Supreme  Court  held  that 
extension  of  Federal  wage  and  maximum  hour  standards  to  State 
and  local  employees  was  an  unconstitutional  interference  with 
State  sovereignty  reserved  under  the  10th  Amendment.  State  and 
local  governments  have  argued  that  any  extension  of  ERISA  stand- 
ards would  be  subject  to  court  challenge  on  similar  grounds.  How- 
ever, the  Supreme  Court's  decision  in  1985  in  Garcia  v.  San  Anto- 
nio Metropolitan  Transit  Authority  overruling  National  League  of 
Cities  largely  has  resolved  this  issue  in  favor  of  Federal  regulation. 

Perhaps  in  part  because  of  the  lingering  question  of  constitu- 
tionality, the  focus  of  Congress  has  been  fixed  on  regulation  of  pub- 
lic pensions  with  respect  to  financial  disclosure  only.  Some  experts 
have  testified  that  much  of  what  is  wrong  with  State  and  local  pen- 
sion plans  could  be  improved  by  greater  disclosure. 

A  definitive  statement  on  financial  disclosure  standards  for  pub- 
lic plans  was  issued  in  1986  by  the  Government  Accounting  Stand- 
ards Board  (GASB).  Statement  No.  5  on  "Disclosure  of  Pension  In- 
formation by  Public  Employee  Retirement  Systems  and  State  and 
Local  Governmental  Employers"  established  standards  for  disclo- 
sure of  pension  information  by  public  employers  and  public  em- 
ployee retirement  systems  (PERS)  in  notes  in  financial  statements 
and  in  required  supplementary  information.  The  disclosures  are  in- 
tended to  provide  information  needed  to  assess  the  funding  status 
of  PERS,  the  progress  made  in  accumulating  sufficient  assets  to 
pay  benefits,  and  the  extent  to  which  the  employer  is  making  actu- 
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arially  determined  contributions.  In  addition,  the  statement  re- 
quires the  computation  and  disclosure  of  a  standardized  measure 
of  the  pension  benefit  obligation.  The  statement  further  suggests 
that  10-year  trends  on  assets,  unfunded  obligations,  and  revenues 
be  presented  as  supplementary  information. 

3.  Prognosis 

Some  observers  have  suggested  that  the  sheer  size  of  the  public 
fund  asset  pool  will  lead  to  its  inevitable  regulation.  There  is  also 
concern  about  cash-strapped  governments  "raiding"  pension  plan 
assets  and  tinkering  with  the  assumptions  used  in  determining 
plan  contributions.  Critics  of  this  position  generally  believe  that  the 
diversity  of  plan  design  and  regulation  is  necessary  to  meet  diver- 
gent priorities  of  different  localities  and  is  the  strength,  not  weak- 
ness, of  what  is  collectively  referred  to  as  the  State  and  local  pen- 
sion system.  While  State  and  local  governments  consistently  op- 
posed Federal  action,  increased  pressures  to  improve  investment 
performance,  coupled  with  the  call  for  responsible  social  invest- 
ment, may  lessen  some  of  the  opposition  of  State  and  local  plan  ad- 
ministrators to  some  degree  of  Federal  regulation. 

C.  FEDERAL  CIVILIAN  EMPLOYEE  RETIREMENT 

1.  Background 

From  1920  until  1984  the  Civil  Service  Retirement  System 
(CSRS)  was  the  retirement  plan  covering  most  civilian  Federal  em- 
ployees. In  1935  Congress  enacted  the  Social  Security  system  for 
private  sector  workers.  Congress  extended  Social  Security  coverage 
to  State  and  local  governments  in  the  early  to  mid-1950's,  and  in 
1983,  when  the  Social  Security  system  was  faced  with  insolvency, 
the  National  Commission  on  Social  Security  Reform  recommended, 
among  other  things,  that  the  Federal  civil  service  be  brought  into 
the  Social  Security  system  in  order  to  raise  revenues  by  imposing 
the  Social  Security  payroll  tax  on  Federal  wages.  Following  the  Na- 
tional Commission's  recommendation,  Congress  enacted  the  Social 
Security  amendments  of  1983  (P.L.  98-21)  which  mandated  that  all 
workers  hired  into  permanent  Federal  positions  on  or  after  Janu- 
ary 1,  1984,  be  covered  by  Social  Security. 

Because  Social  Security  duplicated  some  existing  CSRS  benefits, 
and  because  the  combined  employee  contribution  rates  for  Social 
Security  and  CSRS  were  scheduled  to  reach  more  than  13  percent 
of  pay,  it  was  necessary  to  design  an  entirely  new  retirement  sys- 
tem using  Social  Security  as  the  base.  (See  Chapter  1  for  a  descrip- 
tion of  Social  Security  eligibility  and  benefit  rules.)  The  new  system 
was  crafted  over  a  period  of  2  years,  during  which  time  Congress 
studied  the  design  elements  of  good  pension  plans  maintained  by 
medium  and  large  private  sector  employers.  An  important  objective 
was  to  model  the  new  Federal  system  after  prevailing  practice  in 
the  private  sector.  In  Public  Law  99-335,  enacted  June  6,  1986, 
Congress  created  the  Federal  Employees'  Retirement  System 
(FERS).  FERS  now  covers  all  Federal  employees  hired  on  or  after 
January  1,  1984,  and  those  who  voluntarily  switched  from  CSRS 
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to  FERS  during  an  "open  season"  in  1987.  The  CSRS  will  cease  to 
exist  when  the  last  employee  or  survivor  in  the  system  dies. 

CSRS  and  the  pension  component  of  FERS  are  "defined  benefit" 
pension  plans.  This  means  that  retirement  benefits  are  determined 
by  a  formula  established  in  law.  Although  employees  are  required 
to  pay  into  the  system,  the  amount  workers  pay  is  unrelated  to  re- 
tirement benefits. 

Civil  service  retirement  is  classified  in  the  Federal  budget  as  an 
entitlement,  and,  in  terms  of  budget  outlays,  represents  the  fourth 
largest  Federal  entitlement  program. 

(A)  FINANCING  CSRS  AND  FERS 

The  Federal  retirement  systems  are  employer-provided  pension 
plans  similar  to  plans  provided  by  private  employers  for  their  em- 
ployees Like  other  employer-provided  defined  benefit  plans,  the 
Federal  civil  service  plans  are  financed  mostly  by  the  employer 
The  employer  of  Federal  Government  workers  is  the  American  tax- 
payer. Thus,  tax  revenues  finance  most  of  the  cost  of  Federal  pen- 
sions. 

The  Government  maintains  an  accounting  system  for  keeping 
track  of  ongoing  retirement  benefit  obligations,  revenues  ear- 
marked for  the  retirement  system,  benefit  payments,  and  other  ex- 
penditures. This  system  operates  through  the  Civil  Service  Retire- 
ment and  Disability  Fund,  which  is  a  Federal  trust  fund.  However 
this  trust  fund  system  is  different  from  private  trust  funds  in  that 
no  cash  is  deposited  in  the  fund  for  investment  outside  the  Federal 
Government.  The  trust  fund  consists  of  special  nonmarketable  in- 
terest-bearing securities  of  the  U.S.  Government.  These  special  se- 
curities are  sometimes  characterized  as  "IOUs"  the  Government 
writes  to  itself.  The  cash  to  pay  benefits  to  current  retirees  and 
other  costs  come  from  general  revenues  and  mandatory  contribu- 
tions paid  by  employees  enrolled  in  the  retirement  systems.  Execu- 
tive branch  employee  contributions  are  7  percent  of  pay  for  CSRS 
enrollees  and  0.8  percent  of  pay  for  FERS  enrollees;  these  contribu- 
tions cover  about  14  percent  of  the  annual  cost  of  benefits  to  cur- 
rent annuitants. 

The  trust  fund  provides  automatic  budget  authority  for  the  pay- 
ment of  benefits  to  retirees  and  survivors  without  the  Congress 
having  to  enact  annual  appropriations.  As  long  as  the  "balance"  of 
the  securities  in  the  fund  exceeds  the  annual  cost  of  benefit  pay- 
ments, the  Treasury  has  the  authority  to  write  annuity  checks 
without  congressional  action.  At  the  end  of  fiscal  year  1992  the 
value  of  trust  fund  holdings  was  $288.4  billion.  Because  interest 
and  other  payments  are  credited  to  the  fund  annually,  the  fund 
continues  to  grow,  and  the  system  faces  no  shortfall  of  authority 
to  pay  benefits  well  into  the  future. 

Nevertheless,  the  balance  in  the  fund  does  not  cover  every  dollar 
of  future  pension  benefits  to  which  everyone  who  is,  or  ever  was 
a  vested  Federal  worker  will  have  a  right  from  now  until  they  die! 
Inat  full  amount  is  roughly  estimated  to  be  about  $888  billion 
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This  amount  exceeds  the  balance  in  the  fund  by  about  $600  billion, 
which  represents  the  unfunded  liability  of  the  retirement  systems.1 

Critics  of  the  Federal  pension  plans  sometimes  cite  the  unfunded 
liability  of  the  plans  as  a  threat  to  future  benefits  or  the  viability 
of  the  systems;  they  note  that  Federal  law  requires  private  employ- 
ers to  pre-fund  their  pension  liabilities.  However,  there  is  an  im- 
portant difference  between  private  plans  and  Federal  plans.  Pri- 
vate employers  may  become  insolvent  or  go  out  of  business;  there- 
fore, they  must  have  on  hand  the  resources  to  pay,  at  one  time,  the 
present  value  of  all  future  benefits  to  retirees  and  vested  employ- 
ees. In  contrast,  the  Federal  Government  is  not  going  to  go  out  of 
business.  The  estimated  Federal  pension  plan  liabilities  represent 
a  long-term,  rolling  commitment  that  never  comes  due  at  one  time. 
The  Government's  obligation  to  pay  Federal  pensions  is  spread  over 
the  retired  lifetimes  of  past  and  current  Federal  workers,  including 
very  elderly  retirees  who  retired  many  years  ago  and  younger 
workers  who  only  recently  began  their  Federal  service  and  who  will 
not  be  eligible  for  benefits  for  another  30  years  or  so. 

The  trust  fund  has  no  effect  on  the  annual  Federal  budget  or  the 
deficit.  The  only  costs  of  the  Federal  retirement  system  that  show 
up  as  outlays  in  the  budget,  and  which  therefore  contribute  to  the 
deficit,  are  payments  to  retirees,  survivors,  separating  employees 
who  withdraw  their  contributions,  plus  certain  administrative  ex- 
penses. Any  future  increase  in  the  cost  of  the  retirement  program 
will  result  from:  (a)  A  net  increase  in  the  number  of  retirees  (new 
and  existing  retirees  and  survivors  minus  decedents);  (b)  increases 
in  Federal  pay,  which  affect  the  final  pay  on  which  pensions  for 
new  retirees  are  determined;  and  (c)  cost-of-living  adjustments  to 
retirement  benefits.  Also,  as  the  number  of  workers  covered  under 
CSRS  declines,  a  growing  portion  of  the  Federal  workforce  will  be 
covered  under  FERS,  and,  because  FERS  employee  contributions 
are  substantially  lower  than  those  from  CSRS  enrollees,  employee 
contributions  will,  over  time,  offset  less  of  the  annual  costs. 

Nevertheless,  the  special  securities  held  in  the  fund  represent 
money  the  Government  owes  for  current  and  future  benefits;  thus, 
the  securities  represent  an  indebtedness  of  the  U.S.  Government 
and  constitute  part  of  the  national  debt.  However,  this  is  a  debt  the 
Government  owes  itself,  and  it  will  never  have  to  be  paid-off  from 
the  Treasury,  as  do  other  U.S.  Government  securities,  such  as 
bonds  or  Treasury  bills,  which  must  be  paid,  with  interest,  to  the 
private  individuals  who  purchase  them. 

In  summary,  the  trust  fund  is  an  accounting  ledger  used  to  keep 
track  of  revenues  earmarked  for  the  retirement  programs,  benefits 
paid  under  those  programs,  and  money  that  is  owed  by  the  Govern- 
ment for  estimated  future  benefit  costs.  The  concept  of  an  un- 
funded liability  as  a  sum  that  might  come  due  at  one  time  is  large- 
ly irrelevant  to  the  Federal  retirement  system. 

(B)  CIVIL  SERVICE  RETIREMENT  SYSTEM 

CSRS  Retirement  Eligibility  and  Benefit  Criteria.— Workers  en- 
rolled in  CSRS  may  retire  and  receive  an  immediate,  unreduced 


1  Civil  Service  Retirement  and  Disability  Fund,  An  annual  Report  to  Complv  with  the  Require- 
ments of  P.L.  95-595,  Sept.  30,  1992,  U.S.  Office  of  Personnel  Management,  March,  1993.  Table 
1,  page  29. 
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annuity  at  the  following  minimum  ages — age  55  with  30  years  of 
service;  age  60  with  20  years  of  service;  age  62  with  5  years  of  serv- 
ice. Workers  who  separate  from  service  before  reaching  these  age 
and  service  criteria  may  leave  their  contributions  in  the  system 
and  draw  a  "deferred  annuity"  at  age  62. 

CSRS  benefits  are  determined  according  to  a  formula  that  pays 
retirees  a  certain  percentage  of  their  preretirement  Federal  salary. 
The  preretirement  salary  benchmark  is  a  worker's  annual  pay 
averaged  over  the  highest-paid  3  consecutive  years,  the  "high-3". 
Under  the  CSRS  formula,  a  worker  retiring  with  30  years  of  serv- 
ice receives  an  initial  annuity  of  56.25  percent  of  high-3;  at  20 
years  the  annuity  is  36.25  percent;  at  10  years  it  is  16.25  percent. 
The  maximum  initial  benefit  of  80  percent  of  high-3  is  reached 
after  42  years  of  service. 

Employee  Contributions. — All  executive  branch  CSRS  enrollees 
pay  into  the  system  7  percent  of  their  gross  Federal  pay.  This 
amount  is  automatically  withheld  from  workers'  paychecks  but  is 
included  in  an  employee's  taxable  income.  Employees  who  separate 
before  retirement  may  withdraw  their  contributions  (no  interest  is 
paid  if  the  worker  completed  more  than  1  year  of  service),  but  by 
doing  so  the  individual  relinquishes  all  rights  to  retirement  bene- 
fits. If  the  individual  returns  to  Federal  service  the  withdrawn 
sums  may  be  redeposited  with  interest,  and  retirement  credit  is  re- 
stored for  service  preceding  the  separation.  Alternatively,  workers 
may  accept  a  reduced  annuity  as  repayment  of  any  withdrawn 
amounts. 

Survivor  Benefits. — Surviving  spouses  (and  certain  former 
spouses)  of  Federal  employees  who  die  while  still  working  in  a  Fed- 
eral job  may  receive  an  annuity  of  55  percent  of  the  annuity  the 
worker  would  have  received  had  he  or  she  retired  rather  than  died, 
with  a  minimum  survivor  benefit  of  22  percent  of  the  worker's 
high-3  pay.  This  monthly  annuity  is  paid  for  life  unless  the  survi- 
vor remarries  before  age  55. 

Spouse  survivors  of  deceased  retirees  receive  a  benefit  of  55  per- 
cent of  the  retiree's  annuity  at  the  time  of  death,  unless  the  couple 
waives  this  coverage  at  the  time  of  retirement  or  elects  a  lesser 
amount;  it  is  paid  as  a  monthly  annuity  unless  the  survivor  remar- 
ries before  age  55.  (Certain  former  spouses  may  be  eligible  for  sur- 
vivor benefits  if  the  couple's  divorce  decree  so  specifies.)  To  par- 
tially pay  for  the  cost  of  a  survivor  annuity,  a  retiree's  annuity  is 
reduced  by  2.5  percent  of  the  first  $3,600  of  his  or  her  annual  an- 
nuity plus  10  percent  of  the  annuity  in  excess  of  that  amount. 

Unmarried  children  under  the  age  of  18  (age  22  if  a  full-time  stu- 
dent) of  a  deceased  worker  or  retiree  receive  an  annuity  of  $3,718 
per  year  in  1994  ($4,469  if  there  is  no  surviving  parent).  Certain 
unmarried,  incapacitated  children  may  receive  a  survivor  annuity 
for  life.  J 

CSRS  Disability  Retirement. — The  only  long-term  disability  pro- 
gram for  Federal  workers  is  disability  retirement.  Eligibility  for 
CSRS  disability  retirement  requires  that  the  individual  be  (a)  a 
Federal  employee  for  at  least  5  years,  and  (b)  unable,  because  of 
disease  or  injury,  to  render  useful  and  efficient  service  in  the  em- 
ployee's position  and  not  qualified  for  reassignment  to  a  vacant  po- 
sition in  the  agency  at  the  same  grade  or  pay  level  and  in  the  same 
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commuting  area.  Thus,  the  worker  need  not  be  totally  disabled  for 
any  employment.  This  determination  is  made  by  the  Office  of  Per- 
sonnel Management  (OPM). 

Unless  OPM  determines  that  the  disability  is  permanent,  a  dis- 
ability annuitant  must  undergo  periodic  medical  reevaluation  until 
reaching  age  60.  A  disability  retiree  is  considered  restored  to  earn- 
ing capacity  and  benefits  cease  if,  in  any  calender  year,  the  income 
of  the  annuitant  from  wages  or  self-employment,  or  both,  equal  at 
least  80  percent  of  the  current  rate  of  pay  of  the  position  occupied 
immediately  before  retirement. 

A  disabled  worker  is  eligible  for  the  greater  of:  (1)  the  accrued 
annuity  under  the  regular  retirement  formula,  or  (2)  a  "minimum 
benefit."  The  minimum  benefit  is  the  lesser  of:  (a)  40  percent  of  the 
high-3,  or  (b)  the  annuity  that  would  be  paid  if  the  worker  contin- 
ued working  until  age  60  at  the  same  high-3  pay,  thereby  including 
in  the  annuity  computation  formula  the  number  of  years  between 
the  onset  of  disability  and  the  date  on  which  the  individual  will 
reach  age  60. 

Cost-of-Living  Adjustments.  Permanent  law  provides  annual  re- 
tiree cost-of-living  adjustments  (COLAs)  payable  in  the  month  of 
January.  COLAs  are  based  on  the  Consumer  Price  Index  for  Urban 
Wage  Earners  and  Clerical  Workers  (CPI-W).  The  adjustment  is 
made  by  computing  the  average  monthly  CPI-W  for  the  third  quar- 
ter of  the  current  calender  year  (July,  August,  and  September)  and 
comparing  it  with  that  of  the  previous  year.  The  Omnibus  Budget 
Reconciliation  Act  of  1993  (P.L.  103-66)  temporarily  delays  the 
payment  date  for  COLAs  for  all  annuitants  (including  disability 
and  survivor  annuitants)  to  April  1  in  1994,  1995,  and  1996.  In 
1997  the  payment  date  will  again  the  January. 

(C)  FEDERAL  EMPLOYEES*  RETIREMENT  SYSTEM 

FERS  has  three  components:  Social  Security,  a  defined-benefit 
plan,  and  a  Thrift  Savings  Plan.  Congress  designed  FERS  to  rep- 
licate retirement  systems  typically  available  to  employees  of  me- 
dium and  large  private  firms. 

(1)  FERS  Retirement  Eligibility  and  Benefit  Criteria 

Workers  enrolled  in  FERS  may  retire  with  an  immediate, 
unreduced  annuity  under  the  same  rules  that  apply  under  CSRS, 
that  is,  age  55  with  30  years  of  services;  age  60  with  20  years  of 
service;  age  62  with  5  years  of  service.  In  addition,  FERS  enrollees 
may  retire  and  receive  an  immediate  reduced  annuity  at  age  55 
with  10  through  29  years  of  service.  The  annuity  is  reduced  by  5 
percent  for  each  year  the  worker  is  under  age  62  at  the  time  of  sep- 
aration. The  "minimum  retirement  age"  of  55  will  gradually  in- 
crease to  57  for  workers  born  in  1970  and  later.  Like  the  CSRS, 
a  deferred  benefit  is  payable  at  age  62  for  workers  who  voluntarily 
separate  before  eligibility  for  an  immediate  benefit,  provided  they 
leave  their  contributions  in  the  system.  An  employee  separating 
from  service  under  FERS  may  withdraw  his  or  her  FERS  contribu- 
tions, but  such  a  withdrawal  permanently  cancels  all  retirement 
credit  for  the  years  preceding  the  separation  with  no  option  for  re- 
payment. 
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FERS  retirees  under  age  62  who  are  eligible  for  unreduced  bene- 
fits are  paid  a  pension  supplement  approximately  equal  to  the 
amount  of  the  Social  Security  benefit  to  which  they  will  become  en- 
titled at  age  62  as  a  result  of  Federal  employment.  This  supple- 
ment is  also  paid  to  involuntarily  retired  workers  between  age  55 
and  62.  The  supplement  is  subject  to  the  Social  Security  earnings 
test. 

Benefits  from  the  pension  component  of  FERS  are  based  on  high- 
3  pay,  as  are  CSRS  benefits.  A  FERS  annuity  is  1  percent  of  high- 
3  pay  for  each  year  of  service  if  the  worker  retires  before  age  62 
and  are  1.1  percent  of  high-3  for  workers  retiring  at  age  62  or  over. 
Thus,  for  example,  the  benefit  for  a  worker  retiring  at  age  62  with 
30  years  of  service  would  be  33  percent  of  the  worker's  high-3  pay; 
for  a  worker  retiring  at  age  60  with  20  years  of  service  the  benefit 
would  be  20  percent  of  high-3  pay  plus  the  supplement  until  age 
62. 

(2)  Employee  Contributions 

Unlike  CSRS  participants,  employees  participating  in  FERS  are 
required  to  contribute  to  Social  Security.  The  tax  rate  for  Social  Se- 
curity is  6.2  of  gross  pay  up  to  the  taxable  wage  base  of  $60,600 
(in  1994).  The  wage  base  is  indexed  to  the  annual  growth  of  wages 
in  the  national  economy.  Executive  branch  employees  enrolled  in 
FERS  contribute  the  difference  between  7  percent  of  gross  pay  and 
the  Social  Security  tax  rate.  Thus,  in  1994,  FERS  participants  con- 
tribute 0.8  percent  of  wages  up  to  $60,600  and  7  percent  on  wages 
over  $60,600. 

(3)  Survivor  Benefits 

If  an  employee  participating  in  FERS  dies  while  still  working  in 
a  Federal  job  and  after  completing  at  least  18  months  of  service  but 
fewer  than  10  years,  spouse  survivor  benefits  are  payable  in  two 
lump  sums:  $19,658  (in  1994,  indexed  annually  to  inflation)  plus 
one-half  of  the  employee's  annual  pay  at  the  time  of  death.  This 
benefit  can  be  paid  in  a  single  lump  sum  or  in  equal  installments 
(with  interest)  over  36  months,  at  the  option  of  the  survivor.  How- 
ever, if  the  employee  had  at  least  10  years  of  service,  an  annuity 
is  paid  in  addition  to  the  lump  sums.  The  spouse  survivor  annuity 
is  equal  to  50  percent  of  the  employee's  earned  annuity. 

Spouse  survivors  of  deceased  FERS  annuitants  are  not  eligible 
for  the  lump-sum  payments,  but  are  eligible  for  an  annuity  of  50 
percent  of  the  deceased  retiree's  annuity  at  the  time  of  death  un- 
less, at  the  time  of  retirement,  the  couple  jointly  waives  the  survi- 
vor benefit  or  elects  a  lesser  amount.  FERS  retiree  annuities  are 
reduced  by  10  percent  to  partially  pay  for  the  cost  of  the  survivor 
benefit. 

Dependent  children  (defined  as  under  the  CSRS)  of  deceased 
FERS  employees  or  retirees  may  receive  Social  Security  child  survi- 
vor benefits,  or,  if  greater,  the  children's  benefits  payable  under  the 
CSRS. 
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(4)  FERS  Disability  Retirement 

FERS  disability  benefits  are  substantially  different  from  CSRS 
disability  benefits  because  FERS  is  integrated  with  Social  Security. 
Eligibility  for  Social  Security  disability  benefits  requires  that  the 
worker  be  determined  by  the  Social  Security  Administration  to 
have  an  impairment  that  is  so  severe  he  or  she  is  unable  to  per- 
form any  job  in  the  national  economy.  Thus,  a  FERS  enrollee  who 
is  disabled  for  purposes  of  carrying  out  his  or  her  Federal  job  but 
who  is  capable  of  other  employment  would  receive  a  FERS  disabil- 
ity annuity  alone.  A  disabled  worker  who  meets  Social  Security's 
definition  of  disability  might  receive  both  a  FERS  annuity  and  So- 
cial Security  disability  benefits  subject  to  the  rules  integrating  the 
two  benefits. 

For  workers  under  age  62,  the  disability  retirement  benefit  pay- 
able from  FERS  in  the  first  year  of  disability  is  60  percent  of  the 
worker's  high-3  pay,  minus  100  percent  of  Social  Security  benefits 
received,  if  any.  In  the  second  year  and  thereafter,  FERS  benefits 
are  40  percent  of  high-3  pay,  minus  60  percent  of  Social  Security 
disability  payments,  if  any.  FERS  benefits  remain  at  that  level  (in- 
creased by  COLAs)  until  age  62. 

At  age  62,  the  FERS  disability  benefit  is  recalculated  to  be  the 
amount  the  individual  would  have  received  as  a  regular  FERS  re- 
tirement annuity  had  the  individual  not  become  disabled  but  con- 
tinued to  work  until  age  62.  The  annuity  is  1  percent  of  high-3  pay 
(increased  by  COLAs)  for  each  year  of  service  before  the  onset  of 
the  disability,  plus  the  years  during  which  disability  was  received. 
The  1  percent  rate  applies  only  if  there  are  fewer  than  20  years  of 
creditable  service.  If  the  total  years  of  creditable  service  equal  20 
or  more,  the  annuity  is  1. 1  percent  of  high-3  for  each  year  of  serv- 
ice. At  age  62  and  thereafter,  there  is  no  offset  of  Social  Security 
benefits.  If  a  worker  becomes  disabled  at  age  62  or  later,  only  regu- 
lar retirement  benefits  apply. 

(5)  FERS  Cost-of-Living  Adjustments 

COLAs  for  FERS  annuities  are  calculated  according  to  the  CSRS 
formula,  and  are  payable  to  regular  retirees  age  62  or  over,  to  dis- 
abled retirees  of  any  age  (after  the  first  year  of  disability),  and  to 
survivors  of  any  age.  Thus,  FERS  nondisability  retirees  are  ineli- 
gible for  a  COLA  as  long  as  they  are  under  age  62.  All  FERS 
COLAs,  including  those  for  disability  and  survivor  annuitants,  are 
limited  as  follows: 

Increase  in  CPI-W  FERS  COLA 

Up  to  2  percent Same  as  CPI. 

2  percent  to  3  percent 2  percent. 

3  percent  or  more CPI  increase  minus  1  percentage  point. 


(6)  Thrift  Savings  Plan  (TSP) 

FERS  supplements  the  defined  benefits  plan  and  Social  Security 
with  a  contribution  plan  that  is  similar  to  the  401(k)  plans  used 
by  private  employers.  Employees  accumulate  assets  in  the  TSP  in 
the  form  of  a  savings  account  that  either  can  be  withdrawn  in  a 
lump  sum  or  converted  to  an  annuity  when  the  employee  retires. 
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One  percent  of  pay  is  automatically  contributed  to  the  TSP  by  the 
employing  agency.  Employees  can  contribute  up  to  10  percent  of 
their  salaries  to  the  TSP,  not  to  exceed  $8,994  in  1993.  The  em- 
ploying agency  will  match  the  first  3  percent  of  pay  contributed  on 
a  dollar-for-dollar  basis  and  match  the  next  2  percent  of  pay  con- 
tributed at  the  rate  of  50  cents  per  dollar.  The  maximum  matching 
contribution  to  the  TSP  by  the  Federal  agency  will  equal  4  percent 
of  pay  plus  the  1  percent  automatic  contribution.  Therefore,  em- 
ployees contributing  5  percent  or  more  of  pay  will  receive  the  maxi- 
mum employer  match.  An  open  season  is  held  every  6  months  to 
permit  employees  to  change  levels  of  contributions  and  direction  of 
investments.  Employees  are  allowed  to  borrow  from  their  accumu- 
lated TSP  for  the  purchase  of  a  primary  residence,  educational  or 
medical  expenses,  or  financial  hardship. 

FERS  originally  contained  restrictions  on  optional  investment  op- 
portunities, such  as  fixed-income  securities  or  a  stock  index  fund, 
phasing-in  the  funds  over  a  10-year  period.  Public  Law  101-335 
eliminated  the  10-year,  phase-in  period  for  FERS  TSP  participants 
and  for  the  first  time  allowed  CSRS  TSP  participants  to  invest  in 
these  funds.  The  legislation  also  exempted  TSP  annuities  from 
State  and  local  premium  taxes,  as  was  done  for  the  Federal  Em- 
ployees Group  Life  Insurance  Program  in  1981. 

2.  Issues  and  Legislative  Response 

(a)  cost-of-living  adjustments 

The  full  and  automatic  COLAs  generally  payable  to  CSRS  retir- 
ees has  long  been  the  target  of  criticisms  by  those  who  contend 
that,  because  private  pension  plan  benefits  are  generally  not  fully 
and  automatically  indexed  to  inflation,  Federal  pension  benefits 
should  follow  that  precedent.  Indeed,  Congress  limited  COLAs  for 
FERS  pensions  in  order  to  achieve  comparability  with  private 
plans.  Nevertheless,  Social  Security  benefits  are  fully  and  auto- 
matically indexed  and  are  a  basic  component  of  private  pension 
plans  and  FERS.  CSRS  retirees  do  not  receive  Social  Security  for 
their  Federal  service. 

(B)  RETIREMENT  AGE 

The  age  at  which  an  employer  permits  workers  to  voluntarily  re- 
tire with  an  immediate  pension  is  generally  established  to  achieve 
workforce  management  objectives.  There  are  many  factors  to  con- 
sider in  establishing  a  retirement  age.  An  employees  major  concern 
is  to  encourage  retirement  at  the  point  where  the  employer  would 
benefit  by  retiring  an  older  worker  and  replacing  him  or  her  with 
a  younger  one.  For  example,  if  the  job  is  one  for  which  initial  train- 
ing is  minimal  but  physical  stamina  is  required,  an  early  retire- 
ment age  would  be  appropriate.  Such  a  design  would  result  in  a 
younger,  lower-paid  workforce.  If  the  job  requires  substantial  train- 
ing and  experience  but  not  physical  stamina,  the  employer  would 
want  to  retain  employees  to  a  later  age,  thereby  minimizing  train- 
ing costs  and  turnover  and  maintaining  expertise. 

The  Federal  Government  employs  individuals  over  an  extremely 
wide  range  of  occupations  and  skills,  from  janitors  to  brain  sur- 
geons. Therefore,  when  Congress  carried  out  a  thorough  review  of 
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Federal  retirement  while  designing  FERS,  it  concluded  that  a 
broadly  flexible  pension  system  would  best  suit  this  diverse 
workforce.  As  a  result,  the  FERS  system  allows  workers  to  leave 
with  an  immediate  (but  reduced)  annuity  as  early  as  age  55  with 
10  years  of  service,  but  it  also  provides  higher  benefits  to  those 
who  remain  in  Federal  careers  until  age  62.  Allowing  workers  to 
retire  at  younger  ages  with  immediate,  but  reduced  benefits  is  com- 
mon in  private  pension  plan  design;  by  including  such  a  provision 
in  FERS,  Congress  addressed  the  problem  of  the  CSRS  sometimes 
referred  to  as  the  "golden  handcuffs"  which  is  created  by  requiring 
CSRS  workers  to  stay  in  their  Federal  iobs  until  age  60  unless  they 
have  a  full  30  years  of  Federal  service  before  the  age.  Nevertheless, 
recognizing  the  increasing  longevity  of  the  population,  the  FERS 
system  raised  the  minimum  retirement  age  from  55  to  57,  gradu- 
ally phasing-in  the  higher  age;  workers  born  in  1970  and  later  will 
have  a  minimum  FERS  retirement  age  of  57.  In  addition,  the  age 
of  full  Social  Security  benefits  is  scheduled  to  rise  gradually  from 
65  to  67,  with  the  higher  age  for  full  benefits  effective  for  workers 
born  in  1955  and  later. 

In  general,  although  retirement  ages  and  benefit  designs  applica- 
ble under  non-Federal  plans  are  important  reference  points  in  de- 
signing a  Federal  plan,  the  unusual  nature  of  the  Federal 
workforce  and  appropriate  management  of  turnover  and  retention 
are  equally  important  considerations. 

(C)  TSP  MATCHING 

The  Federal  matching  rate  for  TSP  deposits  by  FERS  partici- 
pants was  established  to  achieve  a  number  of  objectives,  including 
allowing  higher  paid  workers  enrolled  in  FERS  to  achieve  replace- 
ment rates  comparable  to  those  of  CSRS  participants  and  to  rep- 
licate employer  matching  under  similar  private  sector  plans.  Critics 
of  the  current  matching  rates  say  that  it  is  overly  generous  by  ei- 
ther of  these  measures,  although  there  are  no  definitive  analyses 
currently  available  to  prove  or  disprove  that  contention. 

(D)  SOCIAL  SECURITY  GOVERNMENT  PENSION  OFFSET  (GPO) 

Social  Security  benefits  payable  to  spouses  of  retired,  disabled,  or 
deceased  workers  generally  are  reduced  to  take  into  account  any 
public  pension  the  spouse  receives  from  government  work  not  cov- 
ered by  Social  Security.  The  amount  of  the  reduction  equals  two- 
thirds  of  the  government  pension.  In  other  words,  $2  of  the  Social 
Security  benefit  is  reduced  for  every  $3  of  pension  income  received. 
Workers  with  at  least  5  years  of  FERS  coverage  are  not  subject  to 
the  offset. 

According  to  a  1988  General  Accounting  Office  report  entitled: 
"Federal  Workforce— Effects  of  Public  Pension  Offset  on  Social  Se- 
curity Benefits  of  Federal  Retirees,"  95  percent  of  Federal  retirees 
had  their  Social  Security  spousal  or  survivor  benefits  totally  elimi- 
nated by  the  offset. 

The  GPO  is  intended  to  place  retirees  whose  government  employ- 
ment was  not  covered  by  Social  Security  and  who  are  eligible  for 
a  Social  Security  spousal  benefit  in  approximately  the  same  posi- 
tion as  other  retirees  whose  jobs  were  covered  by  Social  Security. 
Social  Security  retirees  are  subject  to  an  offset  of  spousal  benefits 
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according  to  that  program's  "dual  entitlement"  rule.  That  rule  re- 
quires that  a  Social  Security  retirement  benefit  earned  by  a  worker 
be  subtracted  from  his  or  her  Social  Security  spousal  benefit,  and 
the  resulting  difference,  if  any,  is  the  amount  of  the  spousal  benefit 
paid.  Thus,  workers  retired  under  Social  Security  may  not  collect 
their  own  Social  Security  retirement  benefit  as  well  as  a  full  spous- 
al benefit. 

The  GPO  replicates  the  Social  Security  dual  entitlement  rule  by 
assuming  that  two-thirds  of  the  government  pension  is  approxi- 
mately equivalent  to  the  Social  Security  retirement  benefit  a  work- 
er would  receive  if  his  or  her  job  had  been  covered  by  Social  Secu- 
rity. 

(E)  SOCIAL  SECURITY  WINDFALL  ELIMINATION  PROVISION 

Workers  who  have  less  than  30  years  of  Social  Security  coverage 
and  a  pension  from  non-Social  Security  covered  employment  are 
subject  to  the  windfall  penalty  formula  when  their  Social  Security 
benefit  is  computed.  The  windfall  penalty  was  enacted  as  part  of 
the  Social  Security  Amendments  of  1983  in  order  to  reduce  the  dis- 
proportionately high  benefit  "windfall"  that  such  workers  would 
otherwise  receive  from  Social  Security.  Because  the  Social  Security 
benefits  formula  is  weighted,  low-income  workers  and  workers  with 
fewer  years  of  covered  service  receive  a  higher  rate  of  return  on 
their  contributions  than  high  income  workers  who  are  more  likely 
to  also  have  private  pension  or  other  retirement  income.  However, 
the  formula  did  not  distinguish  between  workers  with  low-income 
earnings  and  workers  with  fewer  years  of  covered  service  which  re- 
sulted in  a  windfall  to  the  latter  group.  To  eliminate  this  windfall, 
Congress  adopted  the  windfall  benefit  formula  and  then  modified 
the  formula  before  it  was  fully  phased-in. 

Under  the  regular  Social  Security  benefit  formula,  the  basic  ben- 
efit is  determined  by  applying  three  factors  (90  percent,  32  percent, 
and  15  percent)  to  three  different  brackets  of  a  person's  average  in- 
dexed monthly  earnings  (AIME).  These  dollar  amounts  increase 
each  year  to  reflect  the  increase  in  wages.  The  formula  for  a  work- 
er who  turns  age  62  in  1994  is  90  percent  of  the  first  $422  in  aver- 
age monthly  earnings,  plus  32  percent  of  the  amount  between  $422 
and  $2,545,  and  15  percent  of  the  amount  over  $2,545. 

Under  the  original  1983  windfall  benefit  formula,  the  first  factor 
in  the  formula  was  40  percent  rather  than  90  percent  with  the  32 
percent  and  15  percent  factors  remaining  the  same.  With  the  pas- 
sage of  the  Technical  Corrections  and  Miscellaneous  Revenue  Act 
of  1988,  Congress  modified  the  windfall  reduction  formula  and  cre- 
ated the  following  schedule: 

First  factor  in  formula 

Years  of  Social  Security  coverage:  Percent 

20  or  fewer  40 

21 1:::::::::::::::::::::::::::       45 

i::::::::::::::::::::::::::::::::::::::::::::::::: g 

It I:::::::::::::::::::::::::::::::::::::::::::::::::::       It 

i  ::::::::::::::::::::::::i  g 

27  75 

28 ::::::::::::;:::::::::::::::::::::::::::::::::       so 
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29  

30  or  more 


85 
90 


Under  the  windfall  benefit  provision,  the  windfall  formula  will 
reduce  the  Social  Security  benefit  by  no  more  than  50  percent  of 
the  pension  resulting  from  noncovered  service. 

(F)  TAXATION  OF  LUMP-SUM  PAYMENTS  AT  RETIREMENT 

The  Tax  Reform  Act  of  1986  treats  post-retirement  lump-sum 
payments  of  employee  contributions  the  same  as  full  annuity  pay- 
ments. That  is,  the  value  of  the  lump-sum  payment  and  the  re- 
maining annuity  amount  are  combined  and  the  proportionate 
snares  of  the  employees  and  employee's  contributions  are  assessed. 
This  rate  is  then  applied  to  both  the  monthly  annuity  payments 
and  the  total  lump-sum  payment. 

The  law  places  a  penalty  on  the  withdrawal  of  an  employee's  con- 
tributions in  certain  limited  circumstances.  The  10  percent  penalty 
on  early  withdrawals  from  individual  retirement  accounts  (IRAs), 
except  in  cases  of  hardship,  is  extended  to  early  withdrawals  from 
qualified  pension  plans.  This  penalty  affects  Federal  workers  under 
age  55  who  retire  under  early  retirement  provisions  pertaining  to 
job  abolishments,  reorganizations,  reductions-in-force,  or  job  cat- 
egories that  allow  retirement  at  age  50  with  20  years  of  service. 

3.  Prognosis 

Increasing  concern  about  the  cost  of  all  Federal  entitlement  pro- 
grams is  likely  to  draw  the  attention  of  the  Congress  to  Federal  re- 
tirement systems.  Although  in  the  Omnibus  Budget  Reconciliation 
Act  of  1993  (P.L.  103-66)  Congress  called  for  a  temporary  3-month 
delay  in  the  payment  of  retiree  COLAs  (from  January  to  April  in 
1994,  1995,  and  1996),  thereby  achieving  immediate  deficit  reduc- 
tion. Congress  has  recently  discussed  a  variety  of  changes  to  the 
basic  eligibility  and  benefit  features  of  the  retirement  programs 
that  would  reduce  benefits  and  costs  over  the  long  term.  These  pro- 
posals include:  (a)  permanently  eliminating  or  reducing  COLAs  to 
CSRS  retirees  under  age  62;  (b)  gradually  raising  the  retirement 
age;  and  (c)  reducing  the  Government  matching  rate  for  TSP  depos- 
its for  FERS  participants. 

D.  MILITARY  RETIREMENT 
1.  Background 

For  more  than  four  decades  following  the  establishment  of  the 
military  retirement  system  at  the  end  of  World  War  II,  the  retire- 
ment system  for  servicemen  remained  virtually  unchanged.  How- 
ever, the  enactment  of  the  Military  Retirement  Reform  Act  of  1986 
(P.L.  99-348)  brought  major  reforms  to  the  system.  The  Act  af- 
fected the  future  benefits  of  servicemembers  first  entering  the  mili- 
tary on  or  after  August  1,  1986.  Because  a  participant  only  be- 
comes entitled  to  military  retired  and  retainer  pay  after  20  years 
of  service,  the  first  nondisability  retirees  affected  by  the  new  law 
will  be  those  with  20  years  of  service  retiring  on  August  1,  2006. 

In  fiscal  year  1992,  1.7  million  retirees  and  survivors  received 
military  retirement  benefits.  For  fiscal  year  1992,  total  Federal 


61 


military  retirement  outlays  have  been  estimated  at  $24.5  billion. 
Three  types  of  benefits  are  provided  under  the  system: 
Nondisability  retirement  benefits  (retirement  for  length  of  service 
after  a  career),  disability  retirement  benefits,  and  survivor  benefits 
under  the  Survivor  Benefit  Plan  (SBP).  With  the  exception  of  the 
SBP,  all  benefits  are  paid  by  contributions  from  the  employing 
branch  of  the  armed  service,  without  contributions  by  the  partici- 
pants. 

Servicemembers  who  retire  from  active  duty  receive  monthly 
payments  based  on  a  percentage  of  their  retired  pay  computation 
base.  For  persons  who  entered  military  service  before  September  8, 
1980,  the  computation  base  is  the  final  monthly  base  pay  being  re- 
ceived at  the  time  of  retirement.  For  those  who  entered  service  on 
or  after  September  8,  1980,  the  retired  pay  computation  base  is  the 
average  of  the  highest  3  years  of  base  pay.  Base  pay  comprises  ap- 
proximately 65-70  percent  of  total  pay  and  allowances. 

Retirement  benefits  are  computed  using  a  percentage  of  the  re- 
tired pay  computation  base.  The  retirement  benefit  for  someone  en- 
tering military  service  prior  to  August  1,  1986,  is  determined  by 
multiplying  the  years  of  service  by  a  multiple  of  2.5.  Under  this  for- 
mula, the  minimum  amount  of  retired  pay  to  which  a  retiree  is  en- 
titled after  a  minimum  of  20  years  of  service  is  50  percent  of  base 
pay.  A  25-year  retiree  receives  62.5  percent  of  base  pay,  with  a  30- 
year  retiree  receiving  the  maximum — 75  percent  of  base  pay. 

The  Military  Retirement  Reform  Act  of  1986  (P.L.  99-348) 
changed  the  computation  formula  for  military  personnel  who  enter 
military  service  on  or  after  August  1,  1986.  For  retirees  under  age 
62,  retired  pay  will  be  computed  at  the  rate  of  2  percent  of  the  re- 
tired pay  computation  base  for  each  year  of  service  through  20,  and 
3.5  percent  for  each  year  of  service  from  21  through  30.  Under  the 
new  formula,  a  20-year  retiree  under  age  62  will  receive  40  percent 
of  his  or  her  basic  pay,  57.5  percent  after  25  years,  and  75  percent 
after  30  years.  Upon  reaching  62,  however,  all  retirees  have  their 
benefits  recomputed  using  the  old  formula.  The  changed  formula, 
therefore,  favors  the  longer  serving  military  careerist  to  a  greater 
extent  than  the  previous  formula,  providing  an  incentive  to  remain 
on  active  duty  longer  before  retiring.  Since  most  military  personnel 
retire  after  20  years,  the  cut  from  2.5  percent  to  2  percent  will  cut 
program  costs.  These  changes  in  the  retired  pay  computation  for- 
mula apply  only  to  active  duty  nondisability  retirees.  Disability  re- 
tirees and  Reserve  retirees  are  not  affected. 

Benefits  are  payable  immediately  upon  retirement  from  military 
service  (with  the  exception  of  reserve  retirees),  regardless  of  age, 
and  without  taking  into  account  other  sources  of  income,  including 
Social  Security.  By  statute,  all  benefits  are  fully  indexed  for 
changes  in  the  CPI.  Under  the  Military  Retirement  Reform  Act  of 
1986,  however,  COLAs  will  be  held  at  1  percentage  point  below  the 
CPI  for  military  personnel  beginning  their  service  after  August  1, 
1986. 
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2.  Issues  and  Legislative  Response 

(A)  COST 

Prior  to  1986,  the  military  retirement  system  was  repeatedly 
criticized  for  providing  overly  generous  benefits  that  cost  too  much. 
The  Military  Retirement  Reform  Act  of  1986  was  enacted  in  re- 
sponse to  these  criticisms.  The  Act's  purpose  was  to  contain  the 
costs  of  the  military  retirement  system  and  provide  incentives  for 
experienced  military  personnel  to  remain  on  active  duty. 

Approximately  1.7  million  retired  officers,  enlisted  personnel,  and 
their  survivors  received  nearly  $24.5  billion  in  annuity  payments 
in  fiscal  year  1990.  At  the  current  rate  of  growth,  this  expenditure 
will  reach  an  estimated  $32.7  billion  annually  by  the  year  2000. 
Cost  growth  projections  have  been  dropping,  due  to  the  post-Cold 
War  downsizing  of  the  military.  In  fiscal  year  1992,  military  retir- 
ees received  an  average  of  $15,600  in  annuities. 

Four  features  of  the  military  retirement  system  contribute  to  its 
cost: 

(1)  Full  benefits  begin  immediately  upon  retirement;  the  av- 
erage retiring  enlisted  member  begins  drawing  benefits  at  43, 
the  average  officer  at  46.  Benefits  continue  until  the  death  of 
the  participant. 

(2)  Military  retirement  benefits  are  generally  indexed  for  in- 
flation. 

(3)  The  system  is  basically  noncontributory,  although  the 
participant  must  make  some  contribution  if  electing  to  provide 
survivor  protection. 

(4)  Military  retirement  benefits  are  not  integrated  with  So- 
cial Security  benefits.  (They  may,  however,  be  integrated  with 
other  benefits  earned  as  a  result  of  military  service,  i.e.,  Veter- 
ans benefits,  or  may  be  subject  to  reductions  under  dual  com- 
pensation laws.) 

Supporters  of  the  current  military  retirement  scheme  have  iden- 
tified several  characteristics  unique  to  military  life  that  justify  rel- 
atively more  liberal  benefits  to  military  retirees  than  other  Federal 
retirees: 

(1)  All  retired  personnel  are  subject  to  involuntary  recall  in 
the  event  of  a  national  emergency;  retirement  pay  is  consid- 
ered part  compensation  for  this  exigency.  Several  thousand 
military  retirees  were  recalled  to  active  duty  involuntarily  for 
Operations  Desert  Shield  and  Desert  Storm. 

(2)  Military  service  places  different  demands  on  military  per- 
sonnel than  civilian  employment,  including  higher  levels  of 
stress  and  danger  and  more  frequent  separation  from  family. 

(3)  The  benefit  structure  has  provided  a  significant  incentive 
for  older  personnel  to  leave  the  service  and  maintain  "youth 
and  vigor  in  the  armed  services.  In  this  respect,  it  has  been 
largely  successful.  Almost  90  percent  of  military  retirees  are 
under  age  65,  50  percent  under  the  age  of  50. 

Military  personnel  do  not  contribute  to  their  retirement  benefits, 
though  they  do  pay  Social  Security  taxes  and  offset  a  certain 
amount  of  their  pay  to  participate  in  the  Survivor  Benefit  Program. 
Very  few  of  the  studies  conducted  in  the  past  decade  have  rec- 
ommended contributions  by  individuals.  As  a  result,  no  refunds  of 
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contributions  are  available  to  those  leaving  the  military  before  the 
end  of  20  years.  The  full  cost  of  the  program  appears  as  an  agency 
expense  in  the  budget,  unlike  the  civilian  retirement  system  where 
four-fifths  of  the  retirement  plan  costs  appear  in  the  agency  budg- 
ets. 

Since  the  beginning  of  full  Social  Security  coverage  for  military 
personnel  in  1957,  military  retirement  benefits  have  been  paid 
without  any  offset  for  Social  Security.  Taking  into  account  the  fre- 
quency with  which  military  personnel  in  their  mid-forties  retire 
after  20  years  of  service,  it  is  not  unusual  to  find  them  retiring 
from  a  second  career  with  a  pension  from  their  private  employment 
along  with  their  military  retirement  and  a  full  Social  Security  ben- 
efit. Lack  of  integration  of  military  retirement  and  Social  Security 
benefits  may  add  to  the  perception  that  military  retirement  bene- 
fits are  overly  generous. 

Military  retirement  is  fully  indexed  for  inflation,  as  are  Social 
Security  and  the  Civil  Service  Retirement  System,  a  feature  that 
retirees  traditionally  have  considered  central  to  the  adequacy  of  re- 
tirement benefits.  In  recent  years,  full  indexing  of  military  and 
other  Federal  retirement  benefits  has  been  the  object  of  deficit-re- 
duction measures.  As  a  result  of  the  original  provisions  of  the 
Gramm-Rudman-Hollings  Act,  the  1986  military  retiree  COLA  was 
cancelled.  Since  that  time,  however,  legislation  was  enacted  that 
excluded  the  COLA  from  sequestration. 

The  Omnibus  Budget  Reconciliation  Act  of  1993  postpones  the 
payment  of  military  retirement  COLAs  during  1994-98.  There  has 
been  some  criticism  that  the  periods  of  delay  are  greater  for  mili- 
tary than  for  civil  service  COLAs. 

(B)  RETIREMENT  ADEQUACY 

The  pivotal  issue  in  evaluating  the  military  retirement  system  in 
the  appropriate  balance  among  costs  to  the  Government,  benefits 
to  the  individual  retiree,  and  the  qualitative  and  quantitative  man- 
power needs  of  the  Armed  Forces.  Some  have  alleged  that  the 
major  features  of  the  military  retirement  system  that  differentiate 
it  from  civilian  retirement  systems — 20-year  retirement  with  an 
immediate  annuity — are  essential  to  recruiting  and  retaining  suffi- 
cient high-quality  career  military  personnel  who  can  withstand  the 
rigors  of  wartime  services  and  high-stress  peacetime  training.  Oth- 
ers allege  that  the  system  simply  costs  too  much,  has  lavish  bene- 
fits, and  contributes  to  inefficient  military  personnel  management 
because  no  vesting  is  available  before  the  20-year  mark. 

Commentators  periodically  have  called  for  shorter  vesting  sched- 
ules, comparable  to  those  required  for  private  plans  under  ERISA 
or  for  the  Federal  service  jobs.  Some  military  manpower  experts 
have  argued  that  such  a  change  would  adversely  impact  the  ability 
to  maintain  a  vigorous  and  youthful  military  force.  On  the  other 
hand,  some  military  manpower  analysts  argue  that  the  need  for 
youth  and  vigor  is  overstated  in  view  of  new  technologies  that  put 
a  premium  on  technical  skills  rather  than  physical  endurance. 

(C)  THE  MILITARY  SURVIVOR  BENEFIT  PLAN 

The  Military  Survivor  Benefit  Plan  (SBP)  was  created  in  1972  by 
Public  Law  92-425.  Under  the  plan,  a  military  retiree  can  have  a 
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portion  of  his  or  her  retired  pay  withheld  to  provide  a  survivor  ben- 
efit to  a  spouse,  spouse  and  child(ren),  child(ren)  only,  person  with 
an  "insurable  interest,"  or  a  former  spouse.  Under  the  SBP,  a  mili- 
tary retiree  can  provide  a  benefit  of  up  to  55  percent  of  his  or  her 
own  military  retired  pay  at  the  time  of  death  to  a  designated  bene- 
ficiary. A  retiree  is  automatically  enrolled  in  the  SBP  at  the  maxi- 
mum rate  unless  he  or  she  (with  spousal  or  former  spousal  written 
consent)  opts  to  participate  or  to  participate  at  a  reduced  rate.  SBP 
benefits  are  protected  by  inflation  under  the  same  formula  used  to 
determine  cost-of-living  adjustments  for  military  retired  pay. 

The  benefit  payable  to  a  spouse  or  former  spouse  may  be  modi- 
fied when  a  respective  survivor  reaches  age  62  under  one  of  two 
circumstances. 

(1)  Survivor  Social  Security  Offset 

Coverage  of  military  service  under  Social  Security  entitles  the 
surviving  spouse  of  a  military  retiree  to  receive  Social  Security  sur- 
vivor benefits  based  on  contributions  made  to  Social  Security  dur- 
ing the  member's/retiree's  military  service.  For  certain  surviving 
spouses,  military  SBP  is  integrated  with  Social  Security.  For  those 
survivors  subject  to  those  provisions,  military  SBP  benefits  are  off- 
set by  the  amount  of  Social  Security  survivor  benefits  earned  as  a 
result  of  the  retiree's  military  service.  This  offset  occurs  when  the 
survivor  reaches  age  62  and  is  limited  to  40  percent  of  the  military 
survivor  benefit.  Taken  together,  the  post-62  SBP  benefit  and  the 
offsetting  Social  Security  benefit  must  be  no  less  than  55  percent 
of  base  military  retired  pay.  In  essence,  this  offset  recognizes  the 
Government's/taxpayer's  contributions  to  both  Social  Security  and 
the  military  SBP  and  thereby  prevents  duplication  of  benefits 
based  on  the  same  period  of  military  service. 

(2)  The  Two-Tiered  SBP 

For  retirees  who  decide  to  participate  in  the  SBP,  the  amount  of 
Social  Security  at  the  time  of  death  (i.e.,  the  amount  available  for 
offset  purposes)  is  unknown.  Thus,  retirees  must  decide  to  provide 
a  benefit  at  a  certain  level  subject  to  an  unknown  offset  level.  For 
this  reason  (and  the  fact  that  the  offset  formula  is  terribly  com- 
plicated) Congress  modified  SBP  provisions.  Under  these  modified 
provisions,  known  as  the  "two-tier"  SBP,  a  surviving  spouse  is  eligi- 
ble to  receive  55  percent  of  base  retired  pay.  When  this  survivor 
reaches  age  62,  the  benefit  is  reduced  to  35  percent  of  base  retired 
pay.  This  reduction  occurs  regardless  of  any  benefits  received 
under  Social  Security  and  thereby  eliminates  the  integration  of  So- 
cial Security  and  any  subsequent  offset.  With  the  elimination  of  the 
Social  Security  offset,  a  military  retiree  will  know  the  exact 
amount  of  SBP  benefits  he/she  is  purchasing  at  the  time  of  retire- 
ment. 

Under  the  rules  established  by  Congress,  two  selected  groups  will 
have  their  SBP  payments  calculated  under  either  the  pre-two-tier 
plan  (including  the  Social  Security  offset)  or  the  two-tier  plan,  de- 
pending upon  which  is  more  financially  advantageous  to  the  survi- 
vor. The  first  group  includes  those  beneficiaries  (widows  or  widow- 
ers) who  were  receiving  SBP  benefits  on  October  1,  1985.  The  sec- 
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ond  group  includes  the  spouse  or  former  spouse  of  military  person- 
nel who  were  qualified  for  or  were  already  receiving  military  re- 
tired pay  on  October  1,  1985.  The  spouses  or  former  spouses  of 
military  personnel  who  were  not  qualified  to  receive  military  re- 
tired pay  on  October  1,  1985  (i.e.,  those  who  had  not  been  on  active 
duty  with  20  or  more  years  of  creditable  service)  will  have  their 
SBP  benefits  calculated  using  the  two-tier  method.  Levels  of  par- 
ticipation in  the  SBP  have  increased  since  the  introduction  of  the 
two-tier  method. 

(3)  Survivor  Benefit  Plan  High  Option 

Beneficiary  dissatisfaction  with  both  the  Social  Security  offset 
and  the  two-tier  method  has  prompted  Congress  once  again  to  con- 
sider modifying  the  military  SBP.  As  a  result  of  this  action,  a  1- 
year  open  season  was  created  starting  on  April  1,  1992.  Certain  re- 
tirees and  retirement-eligible  members  of  the  armed  services  can 
opt  to  increase  withholdings  from  military  retired  pay  to  reduce  or 
eliminate  any  reduction  occurring  when  the  survivor  reaches  age 
62.  The  costs  of  these  additional  benefits  are  actuarially  neutral — 
participants  will  pay  the  full  cost  of  this  option.  Thus,  under  the 
high  option,  certain  personnel  and  retirees  can  insure  that  limited 
or  no  reductions  to  SBP  benefits  occur  when  the  survivor  reaches 
age  62. 

(4)  Cost-of-Living  Adjustment 

Military  retirees,  along  with  Social  Security  and  other  Federal 
retirees,  received  a  3  percent  COLA  effective  January  1,  1993. 

3.  Prognosis 

No  major  legislative  reforms  are  expected  in  the  military  retire- 
ment system,  although  minor  modifications  may  be  anticipated.  A 
full  COLA  is  anticipated  in  the  President's  upcoming  fiscal  year 
budget. 

E.  RAILROAD  RETIREMENT  SYSTEM 

1.  Background 

The  Railroad  Retirement  System  is  a  federally  managed  retire- 
ment system  covering  employees  in  the  rail  industry,  with  benefits 
and  financing  coordinated  with  Social  Security.  The  system  was  au- 
thorized in  1935,  prior  to  the  creation  of  Social  Security,  and  re- 
mains the  only  federally  administered  pension  program  for  a  pri- 
vate industry.  It  covers  all  railroad  firms  and  distributes  retire- 
ment and  disability  benefits  to  employees,  their  spouses,  and  survi- 
vors. Benefits  are  financed  through  a  combination  of  employee  and 
employer  payments  to  a  trust  fund,  with  the  exception  of  vested  so- 
called  "dual"  or  "windfall"  benefits,  which  are  paid  with  annually 
appropriated  Federal  general  revenue  funds  through  a  special  ac- 
count. 

In  fiscal  year  1993,  $7.9  billion  in  railroad  retirement,  disability, 
and  survivor  benefits  were  paid  to  834,000  beneficiaries.  As  of  Jan- 
uary 1994,  the  railroad  retirement  equivalent  of  Social  Security 
(Tier  I)  is  2.6  percent  higher  as  a  result  of  the  Cost-of-Living  Ad- 
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justment  (COLA)  applied  to  those  benefits.  The  industry  pension 
component  (Tier  II)  is  0.8  higher  than  the  automatic  adjustment 
(32.5  percent  of  the  Tier  I  COLA)  to  that  benefit.  As  of  January 
1994,  the  average  regular  railroad  retirement  annuity  amounted  to 
$1,073  per  month,  and  the  combined  benefits  for  an  employee  and 
spouse  averaged  $1,592.  Aged  survivors  averaged  $643  per  month. 

2.  Issues  and  Legislative  Response 
(a)  the  structure  of  the  railroad  retirement  system 

In  the  final  quarter  of  the  19th  century,  railroad  companies  were 
among  the  largest  commercial  enterprises  in  the  Nation  and  were 
marked  by  a  high  degree  of  centralization  and  integration.  As  first 
established  in  1934,  the  Railroad  Retirement  System  was  designed 
to  provide  annuities  to  retirees  based  on  rail  earnings  and  length 
of  service.  However,  the  present  Railroad  Retirement  System  was 
a  result  of  the  Railroad  Retirement  Act  of  1974,  which  fundamen- 
tally reorganized  the  program.  Most  significantly,  the  Act  created 
a  two-tier  benefit  structure  in  which  Tier  I  was  intended  to  serve 
as  a  equivalent  to  Social  Security  and  Tier  II  as  a  private  pension. 

Tier  I  benefits  of  the  Railroad  Retirement  System  are  computed 
on  credits  earned  in  both  rail  and  nonrail  work,  while  Tier  II  is 
based  solely  on  railroad  employment.  The  total  benefit  continued 
traditional  railroad  annuities  and  eliminated  duplicate  Social  Secu- 
rity coverage  for  nonrail  and  rail  employment. 

The  Busn  Administration,  as  the  Reagan  Administration  before 
it,  proposed  to  dismantle  the  Railroad  Retirement  System  and  re- 
place it  with  a  combination  of  direct  Social  Security  coverage  and 
a  privately  administered  rail  pension.  Past  Congresses  have  not 
taken  the  proposal  under  consideration  on  the  grounds  that  it  could 
lead  to  a  cut  in  benefits  for  present  and  future  retirees  and  under- 
mine confidence  in  the  system. 

(1)  National  Performance  Review's  Proposal  to  End  the  Board's 

Functions 

Although  the  Clinton  Administration  proposed  a  radical  adminis- 
trative restructuring,  the  report  of  the  National  Performance  Re- 
view (NPR),  a  task  force  directed  by  Vice  President  Gore,  rec- 
ommended that  principal  functions  of  the  Railroad  Retirement 
Board  be  transferred  to  other  agencies.  The  NPR  report,  "Creating 
A  Government  That  Works  Better  and  Costs  Less,"  stated  that  it 
made  "no  sense"  for  a  separate  agency  to  administer  the  retire- 
ment, unemployment,  and  sickness  benefits  earned  in  a  single  in- 
dustry. 

The  NPR  report  recommended  that  benefits  equivalent  to  Social 
Security  be  administered  by  the  Social  Security  Administration, 
that  unemployment  insurance  be  made  part  of  the  State  unemploy- 
ment insurance  programs,  and  that  sickness  benefits  be  adminis- 
tered by  Medicare.  Although  no  details  of  this  proposal  were  pro- 
vided, and  no  legislation  to  accomplish  the  objectives  was  intro- 
duced or  sent  to  Congress  by  the  Administration,  a  grass  roots  re- 
bellion of  those  affected  by  the  system  sprung  up.  Members  of  Con- 
gress were  contacted  to  thwart  any  attempt  to  do  away  with  the 
current  structure. 


67 

The  NPR  proposal  was  not  new.  Similar  proposals  had  been  ad- 
vanced by  several  previous  Administrations,  but  none  had  success 
in  persuading  Congress  to  consider  them.  Aside  from  heavy  politi- 
cal opposition  engendered  by  efforts  to  end  the  board  system,  there 
are  other  impediments  to  enactment  of  such  a  proposal.  First,  the 
problems  are  complex,  and  substantial  investments  of  legislative 
time  and  resources  would  be  required  by  several  committees  in 
order  to  complete  Congressional  action.  Second,  the  rail  industry 
portion  of  the  benefits  would  become  insecure,  given  that  the  bene- 
fits are  primarily  funded  from  current  revenues.  Third,  the  unem- 
ployment program  is  designed  as  a  daily  benefit,  consistent  with 
the  industry's  intermittent  employment  practices  evolving  over  the 
past  century.  State  programs  are  based  on  unemployment  meas- 
ured by  weeks  instead  of  days.  Fourth,  costs  of  the  programs'  bene- 
fits and  administration  are  borne  by  the  industry  through  payroll 
taxes,  and  dismantling  the  Federal  administration  would  not  save 
taxpayers  money.  Finally,  in  the  face  of  these  obstacles  there  is  no 
clear  constituency  exhibiting  a  consistent  and  persistent  interest  in 
ending  Federal  administration  of  railroad  retirement.  For  these 
reasons,  the  Gore  proposal  is  unlikely  to  be  taken  up  by  Congress. 

(B)  FINANCING  RAILROAD  RETIREMENT,  UNEMPLOYMENT,  AND 
SICKNESS  BENEFITS 

The  railroad  industry  is  responsible  for  the  financing  of  (1)  all 
Tier  II  benefits,  (2)  any  Tier  I  benefits  paid  under  different  criteria 
from  those  of  Social  Security  (unrecompensed  benefits),  (3)  supple- 
mental annuities  paid  to  long-service  workers,  and  (4)  benefits  pay- 
able under  the  unemployment  and  sickness  program. 

The  Federal  Government  finances  windfall  benefits  under  an  ar- 
rangement established  by  the  1974  Act,  the  legislation  by  which 
the  current  structure  of  railroad  retirement  was  created.  The  prin- 
ciple of  Federal  financing  of  the  windfall  through  the  attrition  of 
the  closed  group  of  eligible  persons  has  been  reaffirmed  by  Con- 
gress on  several  occasions  since  that  date. 

With  the  exception  of  the  dual  benefit  windfalls,  the  principle 
guiding  railroad  retirement  and  unemployment  benefits  financing 
is  that  the  rail  industry  is  responsible  for  a  level  of  taxation  upon 
industry  payroll  sufficient  to  pay  all  benefits  earned  in  industry 
employment.  Rail  industry  management  and  labor  officials  partici- 
pate in  shaping  legislation  that  establishes  the  system's  benefits 
and  taxes.  In  this  process,  Congress  weighs  the  relative  interests 
of  railroads,  their  current  and  former  employees,  and  Federal  tax- 
payers Then  it  guides,  reviews,  and  to  some  extent  instructs  a  col- 
lective bargaining  activity,  the  results  of  which  are  reflected  in  new 
law.  Thus,  railroad  retirement  benefits  are  earned  in  and  paid  by 
the  railroad  industry,  established  and  modified  by  Congress  and 
administered  by  the  Federal  Government. 

(1)  Retirement  Benefits 

Tier  I  benefits  are  financed  by  a  combination  of  payroll  taxes  and 
financial  payments  from  the  Social  Security  Trust  Funds.  The  pay- 
roll tax  for  Tier  I  is  exactly  the  same  as  collected  for  the  Old  Age 
Survivors,  and  Disability  Insurance  (OASDI)  Social  Security  pro^ 
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gram.  In  1994,  the  tax  is  6.2  percent  of  pay  for  both  employers  and 
employees  up  to  a  maximum  taxable  wage  of  $60,600. 

A  common  cause  of  confusion  about  the  Federal  Governments  in- 
volvement in  the  financing  of  railroad  retirement  benefits  is  the 
system's  complex  relationship  with  Social  Security.  Each  year  since 
1951,  the  two  programs — railroad  retirement  and  Social  Security — 
have  determined  what  taxes  and  benefits  would  have  been  collected 
and  paid  by  Social  Security  had  railroad  employees  been  covered 
by  Social  Security  rather  than  railroad  retirement.  When  the  cal- 
culations have  been  performed  and  verified  after  the  end  of  a  fiscal 
year,  transfers  are  made  between  the  two  accounts,  called  the  "fi- 
nancial interchange."  The  principle  of  the  financial  interchange  is 
that  Social  Security  should  be  in  the  same  financial  position  it 
would  have  occupied  had  railroad  employment  been  covered  at  the 
beginning  of  Social  Security.  The  net  interchange  has  been  in  the 
direction  of  railroad  retirement  in  every  year  since  1957,  primarily 
because  of  a  steady  decline  in  the  number  of  rail  industry  jobs. 

Because  a  lag  between  the  end  of  the  accounting  period  and  ac- 
tual payment  affected  the  RRA's  capacity  to  meet  benefit  demands, 
the  Railroad  Retirement  Solvency  Act  of  1983  (the  1983  Act)  gradu- 
ally placed  the  relationship  between  the  programs  on  a  current  or 
month-to-month  basis.  The  1983  Act  also  established  the  Social  Se- 
curity Equivalent  Benefit  (SSEB)  Account  which  manages  revenues 
and  expenditures  for  benefits  that  would  be  managed  by  Social  Se- 
curity if  railroad  retirement  did  not  exist. 

Tier  II  benefits  are  also  financed  by  a  payroll  tax.  In  1994,  the 
payroll  tax  is  16.10  percent  for  employers  and  4.90  percent  for  em- 
ployees on  the  first  $45,000  of  a  worker's  covered  railroad  wages. 
The  relative  share  of  employer  and  employee  financing  of  Tier  II 
benefits  is  collectively  bargained,  and  reflects  compromises  not  di- 
rectly related  to  retirement — compensation  tradeoffs  inherent  in 
reaching  labor-management  agreements. 

When  Congress,  with  rail  labor  and  management  support,  elimi- 
nated future  opportunities  to  qualify  for  windfall  benefits  in  1974, 
it  also  agreed  to  use  general  revenues  to  finance  the  cost  of  phasing 
out  the  dual  entitlement  values  already  held  by  a  specific  and  lim- 
ited group  of  workers.  The  historical  record  suggests  that  congres- 
sional acceptance  of  a  Federal  obligation  for  the  costs  of  phasing 
out  the  windfalls  rests  on  the  view  that  it  was  imperative  that  the 
advantages  be  eliminated  prospectively  and  that  no  other  alter- 
native to  general  fund  financing  was  satisfactory.  It  was  success- 
fully argued  that  railroad  employers  should  not  be  required  to  pay 
for  phasing  out  dual  entitlements,  because  those  benefit  rights 
were  earned  by  employees  who  had  left  the  rail  industry,  and  that 
rail  employees  should  not  be  expected  to  pick  up  the  costs  of  a  ben- 
efit to  which  they  could  not  become  entitled. 

Congressional  acceptance  of  the  Federal  responsibility  for  the 
cost  of  windfall  phaseout  also  caused  some  people  to  believe  that 
the  Federal  Government  should  assume  the  retroactive  responsibil- 
ity for  windfall  costs  borne  by  railroad  retirement  from  1954 
through  1974.  This  argument  has  never  been  widely  accepted  be- 
cause it  is  generally  believed  that  the  taxpayer  should  not  bear  the 
cost  of  an  advantage  in  social  insurance  benefits  for  which  only  a 
limited  group  of  employees  in  one  industry  is  eligible.  Indeed,  ad- 
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ministration  analysts  have  made  this  point  in  arguing  that  the 
Federal  Government  should  not  have  agreed  to  finance  the  phase- 
out  of  windfalls  in  the  1974  legislation. 

The  actual  procedure  by  which  the  RRA  was  reimbursed  for 
windfall  phaseout  payments  meant  that  from  1975  to  1981  windfall 
payments  exceeded  Treasury  reimbursement.  The  growing  deficit 
between  windfall  benefit  outlays  and  Federal  Treasury  reimburse- 
ment to  the  RRA  became  controversial  as  the  account  began  to  be 
threatened  with  insolvency.  By  1983,  this  deficit,  plus  an  imputed 
lost  interest,  had  reached  $1.9  billion.  The  1983  Act  repaid  this 
outstanding  reimbursement  in  three  annual  installments,  begin- 
ning January  1984. 

Supplemental  annuities  are  financed  on  a  current-cost  basis,  by 
a  cents-per-hour  tax  on  employers,  adjusted  quarterly  to  reflect 
payment  experience.  Some  railroad  employers  (mostly  railroads 
owned  by  steel  companies)  have  a  negotiated  supplemental  benefit 
paid  directly  from  a  company  pension.  In  such  cases,  the  company 
is  exempt  from  the  cents-per-hour  tax  for  such  amounts  as  it  pays 
to  the  private  pension,  and  the  retiree's  supplemental  annuity  is 
reduced  for  private  pension  payments  paid  for  by  those  employer 
contributions  to  the  private  pension  fund. 

(2)  Unemployment  and  Sickness  Benefits 

The  benefits  for  eligible  railroad  workers  when  they  are  sick  or 
unemployed  are  paid  through  the  Railroad  Unemployment  Insur- 
ance Account  (RUIA).  The  RUIA  is  financed  by  taxes  on  railroad 
employers.  Employers  pay  a  tax  rate  based  on  their  employees'  use 
of  the  program  funds,  up  to  a  maximum. 

During  the  rapid  decline  in  industry  employment  in  1981  and 
1982,  the  RUIA  experienced  substantial  borrowing  from  the  pen- 
sion funds,  reaching  a  peak  level  of  $850  million  at  the  end  of  1986 
Legislation  in  1983,  1986,  and  1988  (P.L.  98-76,  99-272,  and  100-^ 
647)  enacted  special  taxes  to  facilitate  repayment  of  the  RUIA  debt 
to  the  retirement  funds,  and  all  outstanding  loans,  including  inter- 
est, were  repaid  by  June  30,  1993. 

(C)  TAXATION  OF  RAILROAD  RETIREMENT  BENEFITS 

Tier  I  benefits  are  subject  to  the  same  Federal  income  tax  treat- 
ment as  Social  Security.  Under  those  rules,  up  to  85  percent  of  the 
Tier  I  benefit  is  subject  to  income  taxes  if  the  adjusted  gross  in- 
come (AGI)  of  an  individual  exceeds  $34,000  ($44,000  for  a  married 
couple).  Proceeds  from  this  tax  are  transferred  from  the  General 
Fund  to  the  Social  Security  Trust  Funds  to  help  finance  Social  Se- 
curity and  railroad  retirement  Tier  I  benefits. 

Unrecompensed  Tier  I  benefits  (Tier  I  benefits  paid  in  cir- 
cumstances not  paid  under  Social  Security)  and  Tier  II  benefits  are 
taxed  as  ordinary  income,  on  the  same  basis  as  all  other  private 
pensions.  The  proceeds  from  this  tax  were,  until  September  30, 
1992,  transferred  to  the  railroad  retirement  Tier  II  account  to  help 
defray  its  costs  under  temporary  legislation  enacted  as  part  of  the 
1983  Act.  The  transfer  of  taxes  on  Tier  II  benefits  to  the  Tier  II 
account  had  been  extended  several  times,  and  although  Congress 
passed  legislation  making  the  transfer  permanent  on  October  5, 
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1992  (H.R.  11,  the  Revenue  Act  of  1992),  President  Bush  vetoed  the 
bill.  That  legislation  was  reintroduced  in  the  103rd  Congress,  but 
was  not  enacted  in  1993.  Nevertheless,  supporters  of  the  provision 
are  optimistic  that  an  extension  (probably  permanent)  will  be  en- 
acted and  applied  retroactively. 

This  transfer  is  a  direct  General  Fund  subsidy  to  the  Tier  II  ac- 
count's financial  outlook,  a  unique  taxpayer  subsidy  for  a  private 
industry  pension.  Yet,  the  importance  of  the  rail  industry  to  the 
national  heritage  and  economy  is  widely  recognized  in  Congress,  as 
is  the  probability  that  some  costs  of  the  rail  industry  may  well 
have  to  be  "socialized  across  the  rest  of  the  economy"  (in  the  words 
of  former  OMB  Director  David  Stockman)  if  the  rail  industry  is  to 
remain  viable  in  the  future. 

Furthermore,  because  the  financial  outlook  for  the  Tier  II  ac- 
count is  optimistic  for  the  next  decade  at  least,  these  transferred 
taxes  on  Tier  II  benefits  do  not  actually  result  in  immediate  Fed- 
eral budget  outlays;  they  remain  on  the  account  balances  as 
unspent  budget  authority.  As  such,  there  will  be  no  impact  on  this 
transfer  on  Federal  taxpayers  or  on  the  Federal  budget  deficit. 
However,  positive  balance  could  encourage  benefit  increases  with- 
out corresponding  increases  in  the  Tier  II  tax  rate,  or  an  otherwise 
necessary  tax  rate  increase  could  be  delayed  because  the  account 
balance  is  perceived  to  be  high  enough  to  forgo  it.  If  the  ratio  of 
taxes-to-benefits  is  insufficient  to  maintain  a  growing,  or  at  least 
level,  account  balance,  the  program  will  begin  to  add  to  annual 
Federal  budget  deficits. 

(D)  THE  OUTLOOK  FOR  FINANCING  FUTURE  BENEFITS 

The  Omnibus  Budget  Reconciliation  Act  of  1987  (P.L.  100-203) 
created  the  Commission  on  Railroad  Retirement  Reform  to  examine 
and  review  perceived  problems  in  the  railroad  benefit  programs. 
The  Commission  reported  its  findings  in  September  1990.  In  addi- 
tion to  several  technical  recommendations,  the  Commission  con- 
cluded that  railroad  retirement  financing  is  sound  for  the  inter- 
mediate term  and  probably  sound  for  the  75  years  of  the  actuarial 
valuation.  .  . 

The  combinations  of  RUIA  and  retirement  taxes  projected  by  the 
RRB,  the  Federal  agency  responsible  for  administering  the  railroad 
retirement  and  unemployment/sickness  insurance  programs,  exceed 
the  industry's  obligations  for  total  payments  from  these  programs 
over  the  next  decade.  If  the  Board's  assumptions  are  a  reasonably 
dependable  yardstick  of  the  future  economic  position  of  the  rail  in- 
dustry, then  it  would  follow  that  the  current  benefitftax  relation- 
ship of  the  two  programs  considered  together  is  adequate.  Of 
course,  as  employment  in  the  industry  declines,  the  mechanical  re- 
lationship between  payroll  tax  income  and  rail  employment  levels 
darkens  the  outlook  for  both  programs.  Benefit  increases  in  either 
program  without  corresponding  increases  in  railroad  industry  taxes 
to  the  program  would  have  a  similar  effect. 

Because  revenue  to  support  industry  benefits  is  raised  through 
taxes  on  industry  payroll,  there  is  a  direct  link  between  railroad  re- 
tirement financing  and  the  actual  number  of  railroad  employees. 
Thus,  when  the  number  of  industry  employees  falls,  retirement 
program  revenue  drops  as  well.  It  should  be  kept  in  mind,  however, 
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that  a  decline  in  employment  may  result  from  improvements  in  ef- 
ficiency as  well  as  diminished  demands  for  railroad  services.  Thus, 
the  industry's  capacity  to  generate  adequate  revenues  to  the  pro- 
gram cannot  be  determined  solely  by  reference  to  industry  employ- 
ment levels. 

The  program,  in  spite  of  the  direct  relationship  between  benefit 
payments  and  money  raised  through  a  tax  on  worker  payroll,  is  not 
a  transfer  between  generations,  at  least  not  in  the  same  sense  that 
current  Social  Security  benefits  are  financed  by  taxes  on  today's 
workers.  Since  the  burden  for  generating  sufficient  revenue  to  sup- 
port rail  industry  benefits  is  upon  the  industry  as  a  whole,  the  pay- 
roll tax  is  primarily  a  method  for  distributing  through  the  industry 
the  operating  expense  of  retirement  benefits  incurred  by  individual 
rail  carriers.  The  industry  could  adopt  some  other  method  for  dis- 
tributing the  costs  among  its  components  and,  indeed,  from  time- 
to-time  alternatives  are  proposed.  Yet,  inevitably  there  exists  an 
ongoing  bargaining  tension  over  the  amount  of  industry  revenue  to 
be  claimed  by  competing  labor  sectors— the  active,  unemployed 
and  retired  workers— and  the  amount  to  be  claimed  by  the  railroad 
companies  themselves. 

3.  Prognosis 

The  Railroad  Retirement  and  Unemployment  Programs  will  like- 
ly remain  in  the  present  form  for  the  foreseeable  future.  The  pro- 
posal in  Vice  President  Gore's  National  Performance  Review  to  end 
Federal  administration  of  Railroad  Retirement  is  unlikely  to  be 
acted  upon  largely  due  to  determined  opposition  from  railroad  re- 
tirees. 


Chapter  3 


TAXES  AND  SAVINGS 

OVERVIEW 

The  Federal  tax  code  has  historically  recognized  the  special 
needs  of  older  Americans.  Helping  to  preserve  a  standard  of  living 
threatened  by  reduced  income,  the  loss  of  earning  power,  and  in- 
creases in  nondiscretionary  expenditures  has  been  a  primary  tax 
policy  objective  relating  to  the  elderly. 

Until  1984,  both  Social  Security  and  Railroad  Retirement  bene- 
fits, like  veterans*  pensions,  were  fully  exempt  from  Federal  tax- 
ation. That  year,  to  help  restore  financial  stability  to  Social  Secu- 
rity, up  to  one-half  of  Social  Security  and  Railroad  Retirement  Tier 
I  benefits  of  higher  income  taxpayers  became  taxable  under  a  for- 
J2>t  ™n^ner£  in  the  Social  Security  Act  Amendments  of  1983 
(P.L.  98-21).  Those  Federal  taxes  collected  on  Social  Security  in- 
come are  returned  to  the  Social  Security  trust  funds 

The  Tax  Reform  Act  of  1986  (P.L.  99-514)  resulted  in  a  number 
of  other  changes  to  tax  laws  affecting  older  men  and  women.  While 
the  Act  repealed  some  longstanding  tax  advantages  for  elderly  per- 
sons, it  increased  others.  For  example,  the  elderly  lost  the  extra 
personal  exemption  for  the  aged,  which  was  replaced  by  an  extra 
standard  deducation  amount  available  to  many. 

The  Omnibus  Budget  Reconciliation  Act  of  1990  (OBRA  90)  also 
made  a  number  of  changes  to  the  tax  laws  that  may  affect  the  tax 
burden  of  elderly  persons.  These  include  the  addition  of  a  third  tax 
rate  bracket  and  increases  in  a  number  of  excise  taxes  such  as 
those  on  gasoline,  alcohol,  and  tobacco. 

The  Omnibus  Budget  Reconciliation  Act  of  1993  increased  to  85 
percent  the  portion  of  Social  Security  benefits  that  are  taxable. 

A.  TAXES 

1.  Background 

A  number  of  longstanding  provisions  in  the  tax  code  are  of  spe- 
cial significance  to  older  men  and  women.  These  include  the  exclu- 
sion of  Social  Security  and  Railroad  Retirement  Tier  I  benefits  for 
low  and  moderate  income  beneficiaries,  the  tax  credit  for  the  elder- 
ly and  permanently  and  totally  disabled,  and  the  one-time  exclu- 
sion of  up  to  $125,000  in  capital  gains  from  the  sale  of  a  home  for 
persons  at  least  55  years  of  age. 

The  Tax  Reform  Act  of  1986  altered  many  provisions  of  the  Inter- 
nal Revenue  Code  including  a  number  of  tax  provisions  of  impor- 
tance to  older  persons.  For  example,  the  extra  personal  exemption 
for  the  aged  was  removed,  but  replaced  by  a  larger  personal  exemp- 
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tion  amount  (adjusted  for  inflation)  and  an  additional  standard  de- 
duction amount  for  elderly  and/or  blind  taxpayers  who  do  not  item- 
ize. 

(A)  TAXATION  OF  SOCIAL  SECURITY  AND  RAILROAD  RETIREMENT 

BENEFITS 

For  more  than  four  decades  following  the  establishment  of  Social 
Security,  benefits  were  exempt  from  Federal  income  tax.  Congress 
did  not  explicitly  exclude  those  benefits  from  taxation.  Rather, 
their  tax-free  status  arose  from  a  series  of  rulings  in  1938  and  1941 
from  what  was  then  called  the  Bureau  of  Internal  Revenue.  These 
rulings  were  based  on  the  determination  that  Congress  did  not  in- 
tend for  Social  Security  benefits  to  be  taxed,  as  implied  by  the  lack 
of  an  explicit  provision  to  tax  them,  and  that  the  benefits  were  in- 
tended to  be  in  the  form  of  "gifts"  and  gratuities,  not  annuities 
which  replace  earnings,  and  therefore  were  not  to  be  considered  as 
income  for  tax  purposes. 

In  1983,  the  National  Commission  on  Social  Security  Reform  rec- 
ommended that  the  Social  Security  benefits  of  higher  income  bene- 
ficiaries be  taxed,  with  the  revenue  put  back  into  the  Social  Secu- 
rity trust  funds.  The  proposal  was  part  of  a  larger  set  of 
recommendations  entailing  financial  concessions  by  employees,  em- 
ployers, and  retirees  alike  to  rescue  Social  Security  from  insol- 
vency. 

Congress  acted  on  this  recommendation  with  the  passage  of  the 
Social  Security  Act  Amendments  of  1983.  As  a  result,  up  to  one- 
half  of  the  benefits  of  Social  Security  and  Railroad  Retirement 
beneficiaries  with  incomes  over  $25,000  ($32,000  for  joint  filers)  be- 
came subject  to  taxation.  Because  taxes  already  have  been  paid  on 
the  retired  workers'  share  to  the  Social  Security  system,  only  the 
one-half  regarded  as  the  employer's  contribution  (and  on  which  in- 
come taxes  have  not  previously  been  paid)  is  taxable.  In  the  case 
of  Railroad  Retirement  recipients,  only  the  Social  Security-equiva- 
lent portion  (Tier  I)  is  affected. 

The  limited  application  of  the  tax  on  Social  Security  benefits  re- 
flects the  congressional  concern  that  lower  and  moderate  income 
taxpayers  not  be  subject  to  this  tax.  Because  the  tax  thresholds  are 
not  indexed,  however,  with  time,  beneficiaries  of  more  modest 
means  will  also  be  affected. 

The  tax  treatment  of  Social  Security  benefits  is  noteworthy  for 
another  reason.  Under  the  1983  formula,  Social  Security  income 
became  the  only  initially  tax-exempt  income  which  can  be  pulled 
(up  to  50  percent)  into  taxable  income  status  by  the  total  of  other 
taxable  income  and  tax-exempt  interest  income. 

In  the  Omnibus  Budget  Reconciliation  Act  of  1993,  Congress  in- 
creased the  portion  of  Social  Security  benefits  that  are  taxable 
while  also  raising  the  threshold  at  which  the  increased  taxes  are 
applicable.  Starting  January  1,  1994,  85  percent  of  benefits  will  be 
taxable  on  incomes  over  $34,000  ($44,000  for  joint  filers).  Tax- 
payers with  incomes  over  $25,000  ($32,000  for  joint  filers)  but  not 
over  $34,000  ($44,000  for  joint  filers)  are  taxable  at  the  50  percent 
rate. 

Revenues  from  the  taxation  of  Social  Security  benefits  have  con- 
tinued to  increase.  In  1984,  approximately  $3  billion  in  taxes  were 
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rtiffftiS-  ^^  Security  trust  funds.  In  1993,  that  figure  rose 
to  $5.5  billion.  By  the  year  2000,  they  will  reach  an  estimated  $8  9 
billion. 

(B)  ELDERLY  TAX  CREDIT 

The  tax  credit  for  the  elderly  and  the  permanently  and  totally 
disabled,  was  formerly  known  as  the  retirement  income  credit  and 
the  tax  credit  for  the  elderly.  Congress  established  the  credit  to  cor- 
rect inequities  in  the  taxation  of  different  types  of  retirement  in- 
C0^?'  o  riori  ^  1954>  retirenient  income  generally  was  taxable, 
while  Social  Security  and  Railroad  Retirement  (Tier  I)  benefits 
were  tax-free.  The  congressional  rationale  for  this  credit  is  to  pro- 
vide roughly  similar  treatment  for  various  forms  of  retirement  in- 
come. 

The  credit  has  changed  over  the  years  with  the  current  version 
enacted  as  part  of  the  Social  Security  Amendments  of  1983.  Indi- 
viduals who  are  age  65  or  older  are  provided  a  tax  credit  of  15  per- 
cent of  their  taxable  income  up  to  the  initial  amount,  described 
below.  Individuals  under  age  65  are  eligible  only  if  they  are  retired 
because  of  a  permanent  or  total  disability  and  have  disability  in- 
come from  either  a  public  or  private  employer  based  upon  that  dis- 
ability. The  15-percent  credit  for  the  disabled  is  limited  only  to  dis- 
ability income  up  to  the  initial  amount. 

For  those  persons  age  65  and  retired,  all  types  of  taxable  income 
are  eligible  for  the  credit,  including  not  only  retirement  income  but 
all  investment  income.  The  initial  amount  for  computing  the  credit 
is  $5  000  for  a  single  taxpayer  age  65  or  over,  $5,000  for  a  married 
couple  filing  a  joint  return  where  only  one  spouse  is  age  65  or  over, 
$7,500  for  a  married  couple  filing  a  joint  return  where  both  are  age 
65  or  over,  and  $3,750  for  a  married  individual  age  65  or  over  filing 
a  separate  return.  The  initial  amount  must  be  reduced  by  tax-ex- 
empt retirement  income,  such  as  Social  Security.  The  initial 
amount  must  also  be  reduced  by  $1  for  each  $2  if  the  taxpayer's 
adjusted  gross  income  exceeds  the  following  levels:  $7,500  for  single 
taxpayers,  $10,000  for  married  couples  filing  a  joint  return,  and 
$5,000  for  a  married  individual  filing  a  separate  return. 

(C)  ONE-TIME  EXCLUSION  OF  CAPITAL  GAINS  ON  THE  SALE  OF  A  HOME 

*i£r^?xpayer  may  elect  t0  exclude  fr°m  gross  income  up  to  a 
$125,000  gain  from  the  sale  of  a  residence,  provided:  (1)  the  tax- 
payer was  at  least  55  years  of  age  before  the  date  of  the  sale  or 
exchange,  and  (2)  he  owned  and  occupied  the  property  as  his  prin- 
cipal residence  for  a  period  totalling  at  least  3  years  within  the  5- 
year  period  ending  on  the  date  of  the  sale.  Short  periods  of  ab- 
sence, such  as  for  vacations,  even  if  rented  during  those  periods, 
are  counted  toward  the  3-year  required  period.  Taxpayers  meeting 
both  requirements  can  elect  to  exclude  from  gross  income  the  entire 
capital  gain  from  the  sale  or  exchange  if  the  capital  gain  is  less  the 
$125,000,  or  the  first  $125,000  profit  if  the  gain  is  greater.  If  the 
property  is  held  in  joint  name  and  both  spouses  file  a  joint  return, 
they  qualify  for  the  exclusion  even  though  only  one  spouse  has  at- 
tained the  age  of  55,  provided  he  or  she  also  satisfies  the  holding 
and  use  requirements.  The  election  may  be  made  only  once  in  a 
lifetime.  If  either  spouse  has  previously  made  an  election  (individ- 
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ually,  jointly,  or  from  a  previous  marriage),  then  neither  is  eligible 
to  elect  the  exclusion. 

The  Revenue  Act  of  1964  provided  the  first  exclusion  from  tax- 
ation for  capital  gains  on  the  sale  of  a  primary  residence  by  the  el- 
derly. The  House  Committee  on  Ways  and  Means  stated  in  its  re- 
port that  "an  individual  may  desire  to  purchase  a  less-expensive 
home  or  move  to  an  apartment  or  to  a  rental  property  at  another 
location.  He  may  also  require  some  or  all  of  the  funds  obtained 
from  the  sale  of  the  old  residence  to  meet  his  and  his  wife's  living 
expenses.  Nevertheless,  under  present  law,  such  an  individual 
must  tie  up  all  of  his  investment  from  the  old  residence  in  a  new 
residence,  if  he  is  to  avoid  taxation  on  any  of  the  gain  which  may 
be  involved.  Your  committee  concluded  that  this  is  an  undesirable 
burden  on  our  elderly  taxpayers." 

The  Committee  was  primarily  concerned  with  the  average  and 
smaller  home  selling  for  $20,000  or  less.  Therefore,  it  limited  the 
application  of  the  provision  so  that  a  full  exclusion  of  gain  would 
be  attributable  only  to  the  first  $20,000  of  the  sales  price.  Above 
that  level,  a  ratio  was  to  be  used  to  determine  the  gain  subject  to 
taxation.  This  ratio  was  such  that  the  lower  the  adjusted  sales 
price,  the  greater  the  benefits  derived  from  the  exclusion.  Over  the 
years,  Congress  raised  the  maximum  excludable  gain  to  $125,000 
to  reflect  increases  in  inflation  and  average  market  prices  for  hous- 
ing. It  also  lowered  to  55  the  age  at  which  the  exclusion  can  be 
taken  due  to  decreasing  retirement  ages. 

(D)  TAX  REFORM  ACT  OF  1986 

The  Tax  Reform  Act  of  1986  made  such  sweeping  changes  to  the 
Internal  Revenue  Code  that  the  Congress  chose  to  issue  the  Code 
as  a  completely  new  edition — something  that  had  not  occurred 
since  1954.  As  a  result  of  the  1986  Act,  the  elderly  like  other  tax- 
payers saw  many  changes  in  their  taxes.  The  following  is  a  brief 
summary  of  some  of  the  tax  changes  which  had  an  impact  on  many 
aged  taxpayers. 

(1)  Extra  Personal  Exemption  for  the  Elderly 

The  extra  personal  exemption  for  elderly  persons  was  enacted  in 
1948.  The  Senate  Finance  Committee  report  stated  the  reason  for 
the  additional  exemption  was  that  "The  heavy  concentration  of 
small  incomes  among  such  persons  reflects  the  fact  that,  as  a 
group,  they  are  handicapped  at  least  in  an  economic  sense.  They 
have  suffered  unusually  as  a  result  of  the  rise  in  cost-of-living  and 
the  changes  in  the  tax  system  which  occurred  since  the  beginning 
of  the  war.  Unlike  younger  persons,  they  have  been  unable  to  com- 
pensate for  these  changes  by  accepting  full-time  jobs  at  prevailing 
high  wages.  Furthermore,  this  general  extension  appears  to  be  a 
better  method  of  bringing  relief  than  a  piecemeal  extension  of  the 
system  of  exclusions  for  the  benefit  of  particular  types  of  income  re- 
ceived primarily  by  aged  persons."  At  that  time,  this  provision  re- 
moved an  estimated  1.4  million  elderly  taxpayers  and  others  (blind 
persons  also  were  provided  the  extra  personal  exemption)  from  the 
tax  rolls,  and  reduced  the  tax  burden  for  another  3.7  million. 
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With  the  passage  of  the  1986  Act,  the  extra  personal  exemption 
was  eliminated  due  to  a  dramatic  increase  in  the  personal  exemp- 
tion amount,  the  provision  of  future  inflation  adjustments,  and  the 
addition  of  an  extra  standard  deduction  amount  for  those  elderly 
taxpayers  who  do  not  itemize. 

(2)  Deduction  of  Medical  and  Dental  Expenses 

Under  prior  law,  medical  and  dental  expenses,  including  insur- 
ance premiums,  co-payments,  and  other  direct  out-of-pocket  costs 
were  deductible  to  the  extent  that  they  exceeded  5  percent  of  a  tax- 
payer's adjusted  gross  income.  The  1986  Act  raised  the  threshold 
to  7.5  percent. 

In  the  1989  discussion  of  health  care  spending  appearing  in 
Health  Care  Financing  Review,  the  annual  average  per  capita  ex- 
penditure for  elderly  was  reported  to  be  $5,360,  compared  to  only 
$745  for  children  under  age  19,  and  $1,535  for  adults  between  the 
ages  of  19  and  65.  Elderly  people  use  more  health  care  than  young- 
er people  and  also  consume  some  services  not  generally  used  by  the 
non-aged.  In  1987,  people  over  age  65  accounted  for  35  percent  of 
hospital  expenditures,  almost  three  times  as  large  as  their  propor- 
tion of  the  population.  The  elderly  are  also  disproportionate  con- 
sumers of  nursing  home  care,  accounting  for  almost  90  percent  of 
nursing  home  services.  Most  of  that  is  used  by  the  "old  old"  (those 
85  years  old  and  over). 

Health  services  for  the  elderly  are  financed  disproportionately  by 
the  public  sector.  Private  sources  financed  74  percent  of  health  care 
for  people  under  65,  but  only  37  percent  of  care  for  the  elderly. 
Public  funds,  primarily  Medicare,  financed  63  percent  of  health 
care  spending  for  the  elderly,  so  growth  in  the  elderly  population 
is  expected  to  have  a  pronounced  effect  on  public  sector  health 
spending.  The  proportion  of  health  care  spending  accounted  for  by 
the  elderly  is  likely  to  grow  because  of  projected  growth  in  the  el- 
derly population. 

(3)  Private  Pensions 

Prior  to  1986,  retirees  under  the  Civil  Service  Retirement  System 
or  any  other  contributory  pension  plans  generally  had  the  benefit 
of  the  so-called  3-year  rule.  The  effect  of  this  rule  was  to  exempt, 
up  to  a  maximum  of  3  years,  pension  payments  from  taxation  until 
the  amount  of  previously  taxed  employee  contributions  made  dur- 
ing the  working  years  was  recouped.  Once  the  employee's  share 
was  recouped,  the  entire  pension  became  taxable. 

Under  the  1986  Act,  the  employer's  contribution  and  previously 
untaxed  investment  earnings  of  the  payment  are  calculated  each 
month  on  the  basis  of  the  worker's  life  expectancy,  and  taxes  are 
paid  on  the  annual  total  of  that  portion.  Retirees  who  live  beyond 
their  estimated  lifetime  then  must  begin  paying  taxes  on  the  entire 
annuity.  The  rationale  is  that  the  retiree's  contribution  has  been 
recouped  and  the  remaining  payments  represent  only  the  employ- 
er's contribution.  For  those  who  die  before  this  point  is  reached,  the 
law  allows  the  last  tax  return  filed  on  behalf  of  the  deceased  to 
treat  the  unrecouped  portion  of  the  pension  as  a  deduction. 
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With  a  higher  taxable  income,  some  pensioners  may  be  pushed 
into  a  higher  tax  bracket  as  a  result  of  the  provision.  However,  any 
initial  tax  increases  are  likely  to  be  offset  over  the  long  run  by  the 
tax  break  on  the  retired  worker's  share  of  the  pension  during  his 
or  her  estimated  lifetime. 

(4)  Personal  Exemptions,  Standard  Deductions,  and  Additional 
Standard  Deduction  Amounts 

The  Treasury  Department  annually  adjusts  personal  exemptions, 
standard  deductions,  and  additional  standard  deduction  amounts 
for  inflation.  The  personal  exemption  a  taxpayer  may  claim  on  a 
return  for  1993  is  $2,350.  The  standard  deduction  is  $3,700  for  a 
single  person,  $5,450  for  a  head  of  household,  $6,200  for  a  married 
couple  filing  jointly,  and  $3,100  for  a  married  person  filing  sepa- 
rately. The  additional  standard  deduction  amount  for  an  elderly 
single  taxpayer  is  $900  while  married  individuals  (whether  filing 
jointly  or  separately)  may  each  receive  an  additional  standard  de- 
duction amount  of  $700. 

(5)  Filing  Requirements  and  Exemptions 

The  1986  Act  and  indexation  of  various  tax  provisions  has  raised 
the  levels  below  which  persons  are  exempted  from  filing  Federal  in- 
come tax  forms.  Single  persons  age  65/ or  older  do  not  have  to  file 
a  return  if  their  income  is  below  $6,950.  For  married  couples  filing 
jointly,  the  limit  is  $11,600  if  one  spouse  is  age  65  or  older  or 
$12,300  if  both  spouses  are  age  65  or  older.  Persons  who  are  age 
65  or  older  or  blind  and  who  are  claimed  as  dependents  on  another 
individual's  tax  return  do  not  have  to  file  a  tax  return  unless  their 
unearned  income  exceeds  $1,500  or  their  gross  income  exceeds 
their  maximum  allowable  standard  deduction  ($4,600  for  single  de- 
pendents age  65  or  older  or  blind,  $5,500  for  single  dependents  who 
are  both  age  65  or  older  and  blind). 

(6)  The  Impact  of  Tax  Reform  of  1986 

One  study  prepared  for  the  American  Association  of  Retired  Per- 
sons concludes  that  the  1986  tax  reform  measure  ultimately  will 
remove  about  2  percent  of  the  elderly  from  the  tax  rolls,  and  that 
tax  payments  for  this  age  group  as  a  whole  will  decline  overall  by 
about  1  percent.  The  study  also  concludes  that,  overall,  the  benefits 
of  the  new  code  to  the  elderly  are  substantially  less  than  those  to 
the  nonelderly.  Average  tax  savings  are  estimated  at  $18  and  $401, 
respectively,  for  the  two  groups. 

B.  SAVINGS 

1.  Background 

There  has  been  considerable  emphasis  on  increasing  the  amount 
of  resources  available  for  investment.  By  definition,  increased  in- 
vestment must  be  accompanied  by  an  increase  in  saving  and  for- 
eign inflows.  Total  national  saving  comes  from  three  sources:  indi- 
viduals saving  their  personal  income,  businesses  capital  consump- 
tion allowances  and  retained  profits,  and  Government  saving  when 
tax  revenues  exceed  expenditures.  As  part  of  the  trend  to  increase 
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investment  generally,  new  or  expanded  incentives  for  personal  sav- 
ing and  capital  accumulation  have  been  enacted  in  recent  years. 

Retirement  income  experts  have  suggested  that  incentives  for 
personal  saving  be  increased  to  encourage  the  accumulation  of 
greater  amounts  of  retirement  income.  Many  retirees  are  depend- 
ent primarily  on  Social  Security  for  their  income.  Thus,  some  ana- 
lysts favor  a  better  balance  between  Social  Security,  pensions,  and 
personal  savings  as  sources  of  income  for  retirees.  The  growing  fi- 
nancial crisis  that  faced  Social  Security  in  the  early  1980's  rein- 
forced the  sense  that  individuals  should  be  encouraged  to  increase 
their  pre-retirement  saving  efforts. 

The  life-cycle  theory  of  saving  has  helped  support  the  sense  that 
personal  saving  is  primarily  saving  for  retirement.  This  theory  pos- 
tulates that  individuals  save  little  as  young  adults,  increase  their 
saving  in  middle  age,  then  consume  those  savings  in  retirement. 
Survey  data  suggests  that  saving  habits  are  largely  dependent  on 
available  income  versus  current  consumption  needs,  an  equation 
that  changes  over  the  course  of  most  individuals'  lifetimes. 

The  consequences  of  the  life-cycle  saving  theory  raises  questions 
for  Federal  savings  policy.  Tax  incentives  may  have  their  greatest 
appeal  to  those  who  are  already  saving  at  above-average  incomes, 
and  subject  to  relatively  high  marginal  tax  rates.  Whether  this 
group  presently  is  responding  to  these  incentives  by  saving  at  high- 
er rates  or  simply  shifting  after-tax  savings  into  tax-deferred  vehi- 
cles is  a  continuing  subject  of  disagreement  among  policy  analysts. 
For  taxpayers  who  are  young  or  have  lower  incomes,  the  tax  in- 
centives may  be  of  little  value.  Raising  the  saving  rate  in  this 
group  necessitates  a  trade-off  of  increased  saving  for  current  con- 
sumption, a  behavior  which  they  are  not  under  most  circumstances 
inclined  to  pursue.  As  a  result,  some  observers  have  concluded  that 
tax  incentives  will  contribute  little  to  the  adequacy  of  retirement 
income  for  most  individuals,  especially  for  those  at  the  lower  end 
of  the  income  spectrum. 

The  dual  interest  of  increased  capital  accumulation  and  improved 
retirement  income  adequacy  has  sparked  an  expansion  of  tax  in- 
centives for  personal  retirement  saving  over  the  last  decade.  How- 
ever, in  recent  years,  many  economists  have  begun  to  question  the 
importance  and  efficiency  of  expanded  tax  incentives  for  personal 
saving  as  a  means  to  raise  capital  for  national  investment  goals, 
and  as  a  way  to  create  significant  new  retirement  savings.  These 
issues  received  attention  in  1986  as  part  of  the  effort  to  improve 
the  fairness,  simplicity,  and  efficiency  of  Federal  tax  incentives. 

The  role  of  savings  in  providing  income  in  retirement  has  in- 
creased gradually  over  the  last  decade  as  new  generations  of  older 
Americans  with  greater  assets  have  reached  retirement.  In  1986, 
26  percent  of  elderly  income  came  from  assets,  compared  with  only 
16  percent  in  1962.  Fully,  67  percent  of  the  elderly  had  some  in- 
come from  assets  in  1984,  compared  with  54  percent  in  1962. 

The  distribution  of  asset  income  varies  for  different  elderly 
subgroups.  As  1986  figures  indicate,  the  oldest  old  are  less  likely 
to  have  asset  income  than  the  younger  elderly.  Only  62  percent  of 
those  80  and  older  had  asset  income  in  1986,  compared  with  68 
percent  of  those  in  the  65-69  age  group.  In  1986,  71  percent  of  el- 
derly men  had  asset  income,  compared  with  66  percent  of  elderly 
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women.  Whites  are  more  than  twice  as  likely  to  have  asset  income 
as  other  races;  71  percent  of  elderly  whites  had  asset  income,  com- 
pared to  only  30  percent  for  blacks  and  31  percent  for  Hispanic  ori- 
gin. 

Finally,  the  likelihood  of  asset  income  receipt  is  directly  propor- 
tional to  total  income.  Asset  income  is  much  more  prevalent  among 
individuals  with  high  levels  of  retirement  income.  Only  27  percent 
of  elderly  persons  with  incomes  less  than  $5,000  receive  income 
from  assets,  while  84  percent  of  those  with  incomes  between 
$10,000  and  $20,000  and  95  percent  of  those  with  income  over 
$20,000  receive  some  asset  income.  One-third  of  the  elderly  with 
incomes  greater  than  $20,000  relied  on  assets  to  provide  more  than 
half  of  their  retirement  income,  while  only  11  percent  of  those  with 
income  less  than  $5,000  relied  on  assets  for  more  than  half  their 
retirement  income. 

Historically,  income  from  savings  and  other  assets  has  furnished 
a  small  but  growing  portion  of  total  retirement  income.  Assets  re- 
main a  far  more  important  source  of  income  for  the  retired  popu- 
lation on  the  whole  than  pension  annuities,  largely  because  less 
than  one  in  three  retirees  receive  pension  benefits. 

The  effort  to  increase  national  investment  springs  from  a  percep- 
tion that  governmental,  institutional,  and  personal  saving  rates  are 
lower  than  the  level  necessary  to  support  a  more  rapidly  growing 
economy.  Except  for  a  period  during  World  War  II  when  personal 
saving  approached  25  percent  of  income,  the  personal  saving  rate 
in  the  United  States  has  ranged  between  4  percent  and  8  percent 
of  disposal  income.  Many  potential  causes  for  these  variations  have 
been  suggested,  including  demographic  shifts  in  the  age  and  com- 
position of  families  and  work  forces,  and  efforts  to  maintain  levels 
of  consumption  in  the  face  of  inflation.  Personal  saving  rates  in  the 
United  States  historically  have  been  substantially  lower  than  in 
other  industrialized  countries.  In  some  cases,  it  is  only  one-half  to 
one-third  of  the  savings  rates  in  European  countries. 

For  1991,  Commerce  Department  figures  indicate  that  the  per- 
sonal savings  rate  was  4.3  percent,  compared  to  4  percent  for  1990. 
For  the  second  and  third  quarters  of  1992,  the  rates  were  4.7  per- 
cent and  4.5  percent,  respectively. 

Even  assuming  present  tax  policy  creates  new  personal  savings 
critics  suggest  this  may  not  guarantee  an  increase  in  total  national 
savings  available  for  investment.  Federal  budget  surpluses  con- 
stitute saving  as  well;  the  loss  of  Federal  tax  revenues  resulting 
from  the  tax  incentives  may  offset  the  new  personal  saving  being 
generated.  Under  this  analysis,  net  national  saving  would  be  in- 
creased only  when  net  new  personal  saving  exceeded  the  Federal 
tax  revenue  foregone  as  a  result  of  tax-favored  treatment. 

Recent  studies  of  national  retirement  policy  have  recommended 
strengthening  individual  saving  for  retirement.  Because  historical 
rates  of  after-tax  saving  have  been  low,  emphasis  has  frequently 
been  placed  on  tax  incentives  to  encourage  saving  in  the  form  of 
voluntary  tax-deferred  capital  accumulation  mechanisms. 

The  final  report  of  the  President's  Commission  on  Pension  Policy 
issued  in  1981  recommended  several  steps  to  improve  the  adequacy 
of  retirement  saving,  including  the  creation  of  a  refundable  tax 
credit  for  employee  contributions  to  pension  plans  and  individual 
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retirement  savings.  Similarly,  the  final  report  of  the  National  Com- 
mission on  Social  Security  recommended  increased  contribution 
limits  for  IRAs.  In  that  same  year,  the  Committee  for  Economic  De- 
velopment—an independent,  nonprofit  research  and  educational  or- 
ganization—issued a  report  which  recommended  a  strategy  to  in- 
crease personal  retirement  savings  that  included  tax-favored  con- 
tributions by  employees  covered  by  pension  plans  to  IRAs,  Keogh 
plans,  or  the  pension  plan  itself. 

These  recommendations  reflected  ongoing  interest  in  increased 
saving  opportunities.  In  each  Congress  since  the  passage  of  the 
Employee  Retirement  Income  Security  Act  (ERISA)  in  1974,  there 
have  been  expansions  in  tax-preferred  saving  devices.  This  contin- 
ued with  the  passage  of  the  Economic  Tax  Recovery  Act  of  1981 
(ERTA).  From  the  perspective  of  retirement-specific  savings,  the 
most  important  provisions  were  those  expanding  the  availability  of 
IRAs,  simplified  employee  pensions,  Keogh  accounts,  and  employee 
stock  ownership  plans  (ESOFs).  ERTA  was  followed  by  additional 
expansion  of  Keogh  accounts  in  the  Tax  Equity  and  Fiscal  Respon- 
sibility Act  of  1982  (TEFRA),  which  sought  to  equalize  the  treat- 
ment of  contributions  to  Keogh  accounts  with  the  treatment  of  con- 
tributions to  employer-sponsored  defined  contribution  plans. 

The  evaluation  of  Congress'  attitude  toward  expanded  use  of  tax 
incentives  to  achieve  socially  desirable  goals  holds  important  impli- 
cations for  tax-favored  retirement  saving.  When  there  is  increasing 
contribution  for  Federal  tax  expenditures,  the  continued  existence 
of  tax  incentives  depends  in  part  on  whether  they  can  stand  scru- 
tiny on  the  basis  of  equity,  efficiency  in  delivering  retirement  bene- 
fits, and  their  value  to  the  investment  market  economy. 

2.  Issues 

(a)  individual  retirement  accounts  (ira's) 

(1)  Pre-1986  Tax  Reform 

The  extension  of  IRAs  to  pension-covered  workers  in  1981  by 
ERTA  resulted  in  dramatically  increased  IRA  contributions.  In 
1982,  the  first  year  under  ERTA,  IRS  data  showed  12.1  million  IRA 
accounts,  nearly  four  times  the  1981  number.  In  1983,  the  number 
of  IRAs  rose  to  13.6  million,  15.2  million  in  1984,  and  16.2  million 
in  1985.  In  1986,  contributions  to  IRAs  totalled  $38.2  billion.  The 
Congress  anticipated  IRA  revenue  losses  under  ERTA  of  $980  mil- 
lion for  1982  and  $1.35  billion  in  1983.  However,  according  to 
Treasury  Department  estimates,  revenue  losses  from  IRA  deduc- 
tions for  those  years  were  $4.8  billion  and  $10  billion,  respectively. 
By  1986,  the  estimated  revenue  loss  had  risen  to  $16.8  billion. 
Clearly,  the  program  had  become  much  larger  than  Congress  an- 
ticipated. 

The  rapid  growth  of  IRAs  posed  a  dilemma  for  employers  as  well 
as  Federal  retirement  income  policy.  The  increasingly  important 
role  of  IRAs  in  the  retirement  planning  of  employees  began  to  di- 
minish the  importance  of  the  pension  bond  which  links  the  inter- 
ests of  employers  and  employees.  Employers  began  to  face  new 
problems  in  attempting  to  provide  retirement  benefits  to  their  work 
forces. 
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A  number  of  questions  arose  over  the  efficiency  of  the  IRA  tax 
benefit  in  stimulating  new  retirement  savings.  First,  does  the  tax 
incentive  really  attract  savings  from  individuals  who  would  be  un- 
likely to  save  for  retirement  otherwise?  Second,  does  the  IRA  tax 
incentive  encourage  additional  saving  or  does  it  merely  redirect  ex- 
isting savings  to  a  tax-favored  account?  Third,  are  IRAs  retirement 
savings  or  are  they  tax-favored  saving  accounts  used  for  other  pur- 
poses before  retirement? 

Evidence  indicated  that  those  who  used  the  IRA  the  most  might 
otherwise  be  expected  to  save  without  a  tax  benefit.  Low-wage 
earners  barely  used  IRA's.  The  participation  rate  among  those  with 
less  than  $20,000  income  was  two-fifths  that  of  middle-income  tax- 
payers ($20,000  to  $50,000  annual  income)  and  one-fifth  that  of 
high-income  taxpayers  ($50,000  or  more  annual  income).  Also, 
younger  wage  earners,  as  a  group,  were  not  spurred  by  the  IRA  tax 
incentive.  As  the  life-cycle  savings  hypothesis  suggests,  employees 
nearing  normal  retirement  age  are  three  times  more  likely  to  con- 
tribute to  an  IRA  than  workers  in  their  twenties.  Those  without 
other  retirement  benefits  also  appear  to  be  less  likely  to  use  an 
IRA.  Employees  with  job  tenures  greater  than  5  years  display  a 
higher  propensity  toward  IRA  participation  at  all  income  levels. 
For  those  not  covered  by  employer  pensions,  utilization  generally 
increases  with  age,  but  is  lower  across  all  income  groups  than  for 
those  who  are  covered  by  employer  pensions.  In  fact,  46  percent  of 
IRA  accounts  are  held  by  individuals  with  vested  pension  rights. 

Though  a  low  proportion  of  low-income  taxpayers  utilize  IRAs 
relative  to  higher  income  counterparts,  those  low-income  individ- 
uals who  do  contribute  to  an  IRA  are  more  likely  than  their  high- 
income  counterparts  to  make  the  contributions  from  salary  rather 
than  pre-existing  savings.  High-income  taxpayers  apparently  are 
more  often  motivated  to  contribute  to  IRAs  by  a  desire  to  reduce 
their  tax  liability  than  to  save  for  retirement. 

One  of  the  stated  objectives  in  the  creation  of  IRAs  was  to  pro- 
vide a  tax  incentive  for  increased  saving  among  those  in  greatest 
need.  This  need  appears  to  be  most  pressing  among  those  with  low 
pension  coverage  and  benefit  receipt  resulting  from  employment  in- 
stability or  low  average  career  compensation.  However,  the  likeli- 
hood that  a  taxpayer  will  establish  an  IRA  increases  with  job  and 
income  stability.  Thus,  the  tax  incentive  appears  to  be  most  attrac- 
tive to  taxpayers  with  relatively  less  need  of  a  savings  incentive. 
As  a  matter  of  tax  policy,  IRAs  could  be  an  inefficient  way  of  im- 
proving the  retirement  income  of  low-income  taxpayers. 

An  additional  issue  was  whether  all  IRA  savings  are  in  fact  re- 
tirement savings  or  whether  IRAs  were  an  opportunity  for  abuse 
as  a  tax  shelter.  Most  IRA  savers  probably  view  their  account  as 
retirement  savings  and  are  inhibited  from  tapping  the  money  by 
the  early  10  percent  penalty  on  withdrawals  before  age  59.5.  How- 
ever, those  who  do  not  intend  to  use  the  IRA  to  save  for  retirement, 
can  still  receive  tax  benefits  from  an  IRA  even  with  early  with- 
drawals. Most  analysts  agree  that  the  additional  buildup  of  earn- 
ings in  the  IRA,  which  occurs  because  the  earnings  are  not  taxed, 
will  surpass  the  value  of  the  10-percent  penalty  after  only  a  few 
years,  depending  upon  the  interest  earned.  Some  advertising  for 
IRA  savings  emphasized  the  weakness  of  the  penalty  and  promoted 
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IRAs  as  short-term  tax  shelters.  Although  the  tax  advantage  of  an 
IRA  is  greatest  for  those  who  can  defer  their  savings  until  retire- 
ment, they  are  not  limited  to  savings  deferred  for  retirement. 

An  additional  concern  is  that  the  IRA  was  not  equally  available 
to  all  taxpayers  who  might  want  to  save  for  retirement 
Nonworking  spouses  of  workers  saving  in  an  IRA  could  contribute 
only  an  additional  $250  a  year.  Some  contended  that  this  created 
an  inequity  between  two-earner  couples  who  could  contribute 
$4,000  a  year  and  one-earner  couples  who  could  contribute  only 
$2,250  in  the  aggregate.  They  argued  that  it  arbitrarily  reduces  the 
retirement  income  of  spouses,  primarily  women,  who  spend  part  or 
all  of  their  time  out  of  the  paid  work  force.  Those  who  opposed  lib- 
eralization of  the  contribution  rules  contended  that  any  increase 
would  primarily  advantage  middle  and  upper  income  taxpayers,  be- 
cause the  small  percentage  of  low-income  taxpayers  who  utilized 
IRAs  often  did  not  contribute  the  fuU  $2,000  permitted  them  each 
year. 

(2)  Post-1986  Tax  Reform 

The  IRA  provisions  of  the  1986  Tax  Reform  Act  were  among  the 
most  significant  changes  affecting  individual  savings  for  retire- 
ment. To  focus  the  deduction  more  effectively  on  those  who  need 
it,  the  Act  repealed  the  deductibility  of  IRA  contributions  for  pen- 
sion plan  participants  and  their  spouses,  with  an  adjusted  gross  in- 
come (AGI)  in  excess  of  $35,000  (individuals)  or  $50,000  (family). 
For  pension-covered  workers  and  their  spouses  with  AGIs  between 
$25,000  and  $35,000  (individual)  or  $40,000  and  $50,000  (family), 
the  maximum  deductible  IRA  contribution  is  reduced  in  relation  to 
their  incomes.  Workers  in  families  without  pensions,  and  pension- 
covered  workers  with  AGIs  below  $25,000  (individual)  and  $40  000 
(family)  retain  the  $2,000  per  year  IRA  contribution.  Even  with  the 
loss  of  the  IRA  deduction  for  some  workers,  however,  all  IRA  ac- 
counts, even  those  receiving  only  after-tax  contributions,  continue 
to  accumulate  earnings  tax  free.  Nevertheless,  the  number  of  tax 
returns  reporting  IRA  contributions  fell  to  7.3  million  in  1987. 

There  are  proposals  to  enhance  IRAs  and  to  use  them  either  di- 
rectly or  as  models  to  support  other  individual  saving  goals.  Some 
congressional  leaders  have  proposed  increased  tax  benefits  for  IRA 
contributions  to  restore  tax  benefits  taken  away  by  the  Tax  Reform 
Act  of  1986,  to  increase  the  national  saving  rate,  and  to  facilitate 
desirable  social  goals  such  as  homeownership.  Opponents  argue 
that  these  proposals  would  use  Federal  revenue  to  help  mainly 
higher  income  people  and  that  they  would  achieve  little  in  the  way 
of  increased  savings. 

Some  proposals  to  modify  IRA  contribution  and  withdrawal  rules 
would  expand  the  deductibility  of  contributions  or  tax  contributions 
but  allow  for  tax-free  retirement  withdrawals.  Other  proposals 
would  loosen  the  restrictions  on  early  withdrawals  if  IRA  funds 
were  used  for  certain  purposes,  such  as  the  purchase  of  a  first-time 
residence,  educational  expenses,  or  long-term  care  insurance.  Some 
proposals  call  for  entirely  new  individual  savings  accounts  to  en- 
courage saving  for  selected  purposes.  The  potential  for  expanded 
IRAs  to  boost  the  national  saving  rate  has  become  a  central  issue 
in  this  policy  debate. 
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(C)  RESIDENTIAL  RETIREMENT  ASSETS 

Tax  incentives,  which  have  long  promoted  the  goal  of  home  own- 
ership, include  the  income  tax  deductions  for  real  estate  taxes  and 
home  mortgage  interest.  The  other  major  homeowner  incentives  in- 
clude the  ability  to  "rollover"  the  gains  (profits)  from  the  sale  of  a 
principal  residence  without  paying  taxes  if  a  more  expensive  home 
is  purchased  and,  for  taxpayers  who  are  age  55  or  older,  a  one-time 
tax-free  exclusion  on  up  to  $125,000  of  capital  gains  from  the  sale 
of  one's  home.  These  tax  incentives  recognize  that  for  many  elderly 
persons,  a  home  may  represent  their  principal  or  only  retirement 
asset. 

Prior  to  1986,  there  was  no  limit  on  the  amount  of  mortgage  in- 
terest that  could  be  deducted.  Under  current  law,  the  amount  of 
mortgage  interest  that  can  be  deducted  on  a  principal  or  second 
residence  (on  loans  taken  out  after  1987)  is  limited  to  the  interest 
paid  on  the  combined  debt  on  these  homes  of  up  to  $1.1  million. 
The  $1.1  million  limit  on  debt  includes  up  to  $100,000  of  home  eq- 
uity loans  that  can  be  used  for  any  purpose. 

Now  that  interest  on  personal  loans  is  no  longer  deductible,  more 
homeowners  are  taking  out  home  equity  lines  of  credit  and  using 
the  proceeds  to  pay  off  or  take  on  new  debt  for  autos,  vacations, 
educational  and  medical  expenses,  or  credit  card  purchases.  In  ef- 
fect, homeowners  are  converting  nondeductible  debt  into  tax  deduc- 
tions. 

Aside  from  the  fairness  issues  (for  example,  that  renters  and 
most  homeowners  cannot  take  advantage  of  this  tax  provision), 
there  is  concern  that  some  homeowners  may  find  it  too  easy  to 
spend  their  home  equity  (retirement  savings  in  many  cases)  on 
consumer  items  or  for  college  expenses  and  first-home  down  pay- 
ments for  their  children.  At  the  same  time,  many  elderly  home- 
owners are  finding  home  equity  conversion  programs  useful  be- 
cause they  make  it  easier  to  convert  the  wealth  in  a  home  into 
much  needed  supplemental  retirement  income.  Others  are  using 
this  wealth  to  pay  for  property  taxes,  home  repairs,  and  entrance 
into  retirement  communities  or  nursing  homes.  Some  fear  that  the 
inappropriate  use  of  home  equity  loans  in  the  early  or  mid-years 
could  mean  that  for  some,  substantial  mortgage  payments  might 
continue  well  into  later  life  and  that  there  will  be  less  retirement 
security  than  originally  planned. 

C.  THE  OMNIBUS  BUDGET  RECONCILIATON  ACT  OF  1990 

The  Omnibus  Budget  Reconciliation  Act  of  1990  (OBRA  90)  made 
a  number  of  substantial  changes  to  the  Internal  Revenue  Code.  It 
replaced  the  previous  two  rates  with  a  3-tiered  statutory  rate  struc- 
ture: 15  percent,  28  percent,  and  31  percent.  Starting  in  1991,  the 
new  31  percent  applies  to  single  individuals  with  taxable  income 
(not  gross  income)  of  $49,300  or  more.  It  applies  to  joint  filers  with 
taxable  income  of  $82,150  or  more,  to  single  heads  of  households 
with  taxable  incomes  of  $70,450  or  more,  and  to  married  individ- 
uals filing  separately  with  taxable  income  of  $41,075  or  more.  The 
Act  sets  a  maximum  tax  rate  of  28  percent  on  the  sale  of  capital 
assets. 
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The  Act  also  repeals  the  so-called  "bubble"  from  the  Tax  Reform 
Act  of  1986  whereby  middle  income  taxpayers  paid  higher  marginal 
tax  rates  on  certain  income  as  personal  exemptions  and  the  lower 
15  percent  rate  were  phased  out.  However,  in  place  of  the  "bubble," 
OBRA  90  provides  for  the  phasing  out  of  personal  exemptions  and 
limiting  itemized  deductions  for  high  income  taxpayers.  The  phase 
out  of  personal  exemptions  begins  in  1991  at  $100,000  for  single  fil- 
ers, $150,000  for  joint  filers,  $125,000  for  heads  of  households,  and 
$75,000  for  married  individuals  filing  separately.  OBRA  90  pro- 
vides a  new  limitation  on  itemized  deductions.  Allowable  deduc- 
tions are  reduced  by  3  percent  of  the  amount  by  which  a  taxpayer's 
adjusted  gross  income  exceeds  $100,000.  Deductions  for  medical  ex- 
penses, casualty  and  theft  losses,  and  investment  interest  are  not 
subject  to  this  limitation. 

Additionally,  the  Act  raised  excise  taxes  on  alcoholic  beverages, 
tobacco  products,  gasoline,  and  imposed  new  excise  taxes  on  luxury 
items  such  as  expensive  airplanes,  yachts,  cars,  furs,  and  jewelry. 

On  the  positive  side,  the  Act  provides  a  tax  credit  to  help  small 
businesses  attempting  to  comply  with  the  Americans  With  Disabil- 
ities Act.  The  bill,  sponsored  by  Senators  Pryor,  Kohl,  and  Hatch, 
allows  small  businesses  a  nonrefundable  50-percent  credit  for  ex- 
penditures of  between  $250  and  $10,250  in  a  year  to  make  their 
businesses  more  accessible  to  disabled  persons.  Such  expenditures 
can  include  amounts  spent  to  remove  physical  barriers  and  to  pro- 
vide interpreters,  readers,  or  equipment  that  make  materials  more 
available  to  the  hearing  or  visually  impaired.  To  be  eligible,  a  busi- 
ness must  have  grossed  less  than  $1  million  in  the  preceding  year 
or  have  no  more  than  30  full-time  employees. 

According  to  estimates  provided  by  the  Congressional  Budget  Of- 
fice, most  elderly  persons  should  be  fairly  untouched  by  the 
changes  made  by  the  OBRA  90.  However,  as  might  be  expected, 
some  high-income  elderly  will  pay  higher  Federal  taxes.  Some  of 
the  excise  taxes  will  have  a  negative  effect  on  the  elderly,  in  par- 
ticular the  5  cents  a  gallon  increase  on  gasoline.  Like  all  changes 
of  the  tax  laws,  certain  individuals  will  be  negatively  affected,  but 
as  a  class,  the  elderly  will  pay  the  same  or  even  less  in  Federal 
income  taxes  as  a  result  of  the  passage  of  OBRA  90. 

D.  THE  OMNIBUS  BUDGET  RECONCILIATION  ACT  OF  1993 

The  Omnibus  Budget  Reconciliation  Act  of  1993,  starting  as  of 
January  1,  1994,  added  a  new  36-percent  tax  rate  applicable  to  sin- 
gle individuals  with  taxable  income  in  excess  of  $115,000  ($140,000 
for  joint  filers),  and  an  additional  10-percent  surtax  for  a  top  rate 
of  39.6  percent  applicable  to  individuals  or  joint  filers  with  taxable 
incomes  in  excess  of  $250,000.  It  also  made  permanent  the  3-per- 
cent limitation  on  itemized  deductions  that  was  due  to  expire  in 
1996,  and  the  phaseout  of  personal  exemptions  that  was  due  to  ex- 
pire in  1997. 
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Chapter  4 

EMPLOYMENT 

A.  AGE  DISCRIMINATION 
1.  Background 

Older  workers  continue  to  face  numerous  obstacles  to  employ- 
ment, including  negative  stereotypes  about  aging  and  productivity- 
job  demands  and  schedule  constraints  that  are  incompatible  with 
the  skills  and  needs  of  older  workers;  and  management  policies 
that  make  it  difficult  to  remain  in  the  labor  force,  such  as  corporate 
downsizing  brought  on  by  recession. 

Age  discrimination  in  the  workplace  plays  a  pernicious  role  in 
blocking  employment  opportunities  for  older  persons.  The  develop- 
ment of  retirement  as  a  social  pattern  has  helped  to  legitimize  this 
form  of  discrimination.  Although  there  is  no  agreement  on  the  ex- 
tent of  age-based  discrimination,  nor  how  to  remedy  it,  few  would 
argue  that  the  problem  exists  for  millions  of  older  Americans.  De- 
spite Federal  laws  banning  most  forms  of  age  discrimination  in  the 
workplace,  most  Americans  view  age  discrimination  as  a  serious 
problem.  A  nationwide  survey  conducted  by  Louis  Harris  &  Associ- 
ates in  1981  found:  8  out  of  10  Americans  believe  that  "most  em- 
ployers discriminate  against  older  people  and  make  it  difficult  for 
them  to  find  work." 

The  public's  perception  of  widespread  age  discrimination  also  is 
shared  by  a  majority  of  business  leaders.  According  to  a  1981  na- 
tionwide survey  of  552  employers  conducted  by  William  M.  Mercer, 
Inc.,  61  percent  of  employers  believe  older  workers  are  discrimi- 
nated against  on  the  basis  of  age;  22  percent  claim  it  is  unlikely 
that  without  negative  legal  consequences  a  company  would  hire 
someone  over  age  50  for  a  position  other  than  senior  management; 
20  percent  admit  that  older  workers,  other  than  senior  executives, 
have  less  opportunity  for  promotions  or  training;  and  12  percent 
admit  that  older  workers'  pay  raises  are  not  as  large  as  those  of 
younger  workers  in  the  same  category. 

The  forms  of  age  discrimination  range  from  the  more  obvious, 
such  as  age-based  hiring  or  firing,  to  the  more  subtle,  such  as  early 
retirement  incentives.  Other  discriminatory  practices  involve  relo- 
cating an  older  employee  to  an  undesirable  area  in  the  hopes  that 
the  employee  will  instead  resign,  or  giving  an  older  employee  poor 
evaluations  to  justify  the  employee's  later  dismissal.  The  pervasive 
belief  that  all  abilities  decline  with  age  has  fostered  the  myth  that 
older  workers  are  less  efficient  than  younger  workers.  Since  young- 
er workers,  rather  than  older  workers,  tend  to  receive  the  skills 
and  training  needed  to  keep  up  with  technological  changes,  the 
myth  continues.  However,  research  has  shown  that  although  older 
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people's  cognitive  skills  are  slower,  they  compensate  with  improved 
judgment 

Too  often,  employers  wrongly  assume  that  it  is  not  financially  ad- 
vantageous to  retrain  an  older  worker  because  they  believe  that  a 
younger  employee  will  remain  on  the  job  longer,  simply  because  of 
his  or  her  age.  In  fact,  the  mobility  of  todays  work  force  does  not 
support  this  perception.  According  to  the  Bureau  of  Labor  Statis- 
tics, in  1993,  the  median  job  tenure  for  a  current  employee  was  as 
little  as  6.5  years. 

Age-based  discrimination  in  the  workplace  poses  a  serious  threat 
to  the  welfare  of  many  older  persons  who  depend  on  their  earnings 
for  their  support.  While  the  number  of  older  persons  receiving  max- 
imum Social  Security  benefits  is  increasing,  most  retirees  receive 
less  than  the  maximum.  According  to  the  1990  edition  of  the  U.S. 
Senate  Special  Committee  on  Aging's  report  entitled  "Aging  Amer- 
ica: Trends  and  Projections,"  in  1988,  73  percent  of  persons  age  65 
or  older  had  a  total  annual  income  of  less  than  $15,000.  Other  re- 
ports reveal  that  only  slightly  more  than  half  of  the  work  force  is 
covered  by  a  private  pension  plan,  and  most  older  persons  do  not 
have  substantial  holdings  in  savings,  stocks,  insurance  policies,  or 
bonds. 

According  to  the  Bureau  of  Labor  Statistics  (BLS),  in  1993,  the 
unemployment  rate  was  4.7  percent  for;  workers  age  55  to  64,  3.3 
percent  for  workers  age  65  to  69,  and  3  percent  for  workers  age  70 
and  over.  Although  older  workers  as  a  group  have  the  lowest  un- 
employment rate,  these  numbers  do  not  reflect  those  older  individ- 
uals who  have  withdrawn  completely  from  the  labor  force  due  to 
a  belief  that  they  cannot  find  satisfactory  employment. 

Duration  of  unemployment  is  also  significantly  longer  among 
older  workers.  As  a  result,  older  workers  are  more  likely  to  exhaust 
available  unemployment  insurance  benefits  and  suffer  economic 
hardships.  This  is  especially  true  because  many  persons  over  45 
still  have  significant  financial  obligations. 

Prolonged:  unemployment  can  often  have  mental  and  physical 
consequences.  Psychologists  report  that  discouraged  workers  can 
suffer  from  serious  psychological  stress,  including  hopelessness,  de- 
pression, and  frustration.  In  addition,  medical  evidence  suggests 
that  forced  retirement  can  so  adversely  affect  a  person's  physical, 
emotional,  and  psychological  health  that  lifespan  may  be  short- 
ened. 

Despite  the  continuing  belief  that  older  workers  are  less  produc- 
tive, there  is  a  growing  recognition  of  older  workers'  skills  and 
value.  In  1988  the  Commonwealth  Fund  began  a  5-year  study, 
"Americans  Over  55  at  Work,"  examining  the  economic  and  per- 
sonal impact  of  what  the  fund  saw  as  a  "massive  shift  toward  early 
retirement  that  occurred  in  the  1970s  and  1980s."  The  fund  esti- 
mates that  over  the  past  decade,  involuntary  retirement  has  cost 
the  economy  as  much  as  $135  billion  a  year.  The  study  concludes 
older  workers  are  both  productive  and  cost-effective,  and  that  hir- 
ing them  makes  good  business  sense. 

Many  employers  also  have  reported  that  older  workers  tend  to 
stay  on  the  job  longer  than  younger  workers.  Some  employers  have 
recognized  that  older  workers  can  offer  experience,  reliability,  and 
loyalty.  A  1989  AARP  survey  of  400  businesses  reported  that  older 
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workers  generally  are  regarded  very  positively  and  are  valued  for 
their  experience,  knowledge,  work  habits,  and  attitudes.  In  the  sur- 
vey, employers  gave  older  workers  their  highest  marks  for  produc- 
tivity, attendance,  commitment  to  quality,  and  work  performance. 
A  trend  is  developing  in  terms  of  how  older  workers  deal  with 
perceived  instances  of  age  discrimination— they  file  suit.  Due  to  the 
economic  situation  and  the  restructuring  of  corporate  America  that 
has  resulted  in  hundreds  of  layoffs,  discrimination  based  on  age  is 
on  the  rise  and  older  workers  are  confronting  the  issue  by  using 
the  Federal  laws  that  prohibit  age  discrimination.  Increased  aware- 
ness of  the  applicable  laws  has  led  to  a  steadily  rising  number  of 
age  discrimination  complaints  filed  with  the  Federal  Government 
S4^^x9u9,  The  Ec*ual  Employment  Opportunity  Commission 
(EEOC)  handled  19,884  age  discrimination  complaints  in  fiscal 
year  1993,  which  ended  on  September  30,  1993,  32  percent  more 
than  in  fiscal  year  1989. 

2.  The  Equal  Employment  Opportunity  Commission 

The  EEOC  is  responsible  for  enforcing  laws  prohibiting  discrimi- 
nation. These  include:  (1)  Title  VII  of  the  Civil  Rights  Act  of  1964; 
(2)  The  Age  Discrimination  in  Employment  Act  of  1967;  (3)  The 
Equal  Pay  Act  of  1963;  (4)  Sections  501  and  505  of  the  Rehabilita- 
tion Act  of  1973;  and  (5)  the  Americans  With  Disabilities  Act  of 
1990. 

When  originally  enacted,  enforcement  responsibility  for  the 
ADEA  was  placed  with  the  Department  of  Labor  (DOL)  and  the 
Civil  Service  Commission.  In  1979,  however,  the  Congress  enacted 
President  Carter's  Reorganization  Plan  No.  1,  which  called  for  the 
transfer  of  responsibilities  for  ADEA  administration  and  enforce- 
ment to  the  EEOC,  effective  July  1,  1979. 

The  EEOC  has  been  praised  and  criticized  for  its  performance  in 
enforcing  the  ADEA.  In  recent  years,  concerns  have  been  raised 
over  EEOC's  decision  to  refocus  its  efforts  from  broad  complaints 
against  large  companies  and  entire  industries  to  more  narrow  cases 
involving  few  individuals.  Critics  also  point  to  the  large  gap  be- 
tween the  number  of  age-based  complaints  filed  and  the  EEOC's 
modest  litigation  record.  In  fiscal  year  1993,  the  EEOC  received 
19,884  ADEA  complaints  and  filed  suit  in  approximately  1  percent 
of  these  ADEA  complaints. 

3.  The  Age  Discrimination  in  Employment  Act 
(A)  background 

Over  two  decades  ago,  the  Congress  enacted  the  Age  Discrimina- 
tion in  Employment  Act  of  1967  (ADEA)  (P.L.  90-202)  "to  promote 
employment  of  older  persons  based  on  their  ability  rather  than  age; 
to  prohibit  arbitrary  age  discrimination  in  employment;  and  to  help 
employers  and  workers  find  ways  of  meeting  problems  arising  from 
the  impact  of  age  on  employment." 

In  large  part,  the  ADEA  arose  from  a  1964  Executive  Order  is- 
sued by  President  Johnson  declaring  a  public  policy  against  age 
discrimination  in  employment.  Three  years  later,  the  President 
called  for  congressional  action  to  eliminate  age  discrimination.  The 
ADEA  was  the  culmination  of  extended  debate  concerning  the  prob- 
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lems  of  providing  equal  opportunity  for  older  workers  in  employ- 
ment. At  issue  was  the  need  to  balance  the  right  of  older  workers 
to  be  free  from  age  discrimination  in  employment  with  the  employ- 
er's prerogative  to  control  managerial  decisions.  The  provisions  of 
the  ADEA  attempt  to  balance  these  competing  interests  by  prohib- 
iting arbitrary  age-based  discrimination  in  the  employment  rela- 
tionship. The  law  provides  that  arbitrary  age  limits  may  not  be 
conclusive  in  determinations  of  nonemployability,  and  that  employ- 
ment decisions  regarding  older  persons  should  be  based  on  individ- 
ual assessments  of  each  older  worker's  potential  or  ability. 

The  ADEA  prohibits  discrimination  against  persons  age  40  and 
older  in  hiring,  discharge,  promotions,  compensation,  term  condi- 
tions, and  privileges  of  employment.  The  ADEA  applies  to  private 
employers  with  20  or  more  workers;  labor  organizations  with  25  or 
more  members  or  that  operate  a  hiring  hall  or  office  which  recruits 
potential  employees  or  obtains  job  opportunities;  Federal,  State, 
and  local  governments;  and  employment  agencies. 

Since  it's  enactment  in  1967,  the  ADEA  has  been  amended  a 
number  of  times.  The  first  set  of  amendments  occurred  in  1974, 
when  the  law  was  extended  to  include  Federal,  State,  and  local 
government  employers.  The  number  of  workers  covered  also  was 
increased  by  limiting  exemptions  for  employers  with  fewer  than  20 
employees.  (Previous  law  exempted  employers  with  25  or  fewer  em- 
ployees.) 

In  1978,  the  ADEA  was  amended  by  extending  protections  to  age 
70  for  private  sector,  State,  and  local  government  employers,  and 
by  removing  the  upper  age  limit  for  employees  of  the  Federal  Gov- 
ernment. 

In  1982,  the  ADEA  was  amended  by  the  Tax  Equity  and  Fiscal 
Responsibility  Act  (TEFRA)  to  include  the  so-called  "working  aged" 
clause.  As  a  result,  employers  are  required  to  retain  their  over-65 
workers  on  the  company  health  plan  rather  than  automatically 
shifting  them  to  Medicare.  Under  previous  law,  Medicare  was  the 
primary  payer  and  private  plans  were  secondary.  TEFRA  reversed 
the  situation,  making  Medicare  the  payer  of  last  resort. 

Amendments  to  the  ADEA  were  also  contained  in  the  1984  reau- 
thorization of  the  Older  Americans  Act  (P.L.  98-459).  Under  the 
1984  amendments,  the  ADEA  was  extended  to  U.S.  citizens  who 
are  employed  by  U.S.  employers  in  a  foreign  country.  Support  for 
this  legislation  stemmed  from  the  belief  that  such  workers  should 
not  be  subject  to  possible  age  discrimination  just  because  they  are 
assigned  abroad.  Also,  the  executive  exemption  was  raised  from 
$27,000  to  $44,000,  the  annual  private  retirement  benefit  level 
used  to  determine  the  exemption  from  the  ADEA  for  persons  in  ex- 
ecutive or  high  policymaking  positions. 

The  Age  Discrimination  in  Employment  Act  Amendments  of  1986 
contained  provisions  that  eliminated  mandatory  retirement  alto- 
gether. By  removing  the  upper  age  limit,  Congress  sought  to  pro- 
tect workers  age  40  and  above  against  discrimination  in  all  types 
of  employment  actions,  including  forced  retirement,  hiring,  pro- 
motions, and  terms  and  conditions  of  employment.  The  1986 
Amendments  to  the  ADEA  also  extended  through  the  end  of  1993 
an  exemption  from  the  law  for  institutions  of  higher  education  and 
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for  State  and  local  public  safety  officers  (these  issues  are  discussed 
below). 

In  1990,  Congress  amended  the  ADEA  by  enacting  the  Older 
Workers  Benefit  Protection  Act  (PL.  101-433).  This  legislation  re- 
stored and  clarified  the  ADEA's  protection  of  older  workers'  em- 
ployee benefits.  In  addition,  it  established  new  protections  for 
workers  who  are  asked  to  sign  waivers  of  their  ADEA  rights. 

(B)  PROPOSED  AMENDMENTS 

During  1993,  several  bills  were  introduced  in  both  Houses  of 
Congress  to  amend  the  ADEA.  The  majority  of  the  bills  addressed 
the  issue  of  extending  to  the  employees  of  Congress  the  protections 
of  civil  rights  and  employment  laws.  Thus,  the  bills  would  make 
the  protections  against  age  discrimination  applicable  to  the  House 
of  Representatives  and  Senate  if  passed. 

Further,  Senator  John  Glenn  introduced  S.  404,  the  Federal  Em- 
ployee Fairness  Act  of  1993  in  February.  The  bill  would  amend  the 
ADEA  to  permit  Federal  employees,  defined  to  include  employees, 
appointees,  and  applicants  under  provisions  relating  to  veterans* 
health  care,  to  file  an  age  discrimination  complaint  with  the  EEOC. 
It  would  require  that  any  such  complaint  filed  with  an  agency 
other  than  the  EEOC  be  transmitted  to  the  EEOC;  prohibit  dis- 


plaint  up  to  180  days  following  an  alleged  « 

404  was  referred  to  the  Senate  Committee  on  Governmental  Affairs 

and  reported  to  the  Senate  on  October  27,  1993. 

In  the  House  of  Representatives,  Representative  Matthew  G. 
Martinez  introduced  H.R.  2721,  a  companion  bill  to  S.  404. 

(C)  TENURED  FACULTY  EXEMPTION 

Provisions  in  the  1986  amendments  to  the  ADEA  to  temporarily 
exempt  universities  from  the  law  reflect  the  continuing  debate  over 
the  fairness  of  the  tenure  system  in  institutions  of  higher  edu- 
cation. During  consideration  of  the  1986  amendments,  several  leg- 
islative proposals  were  made  to  eliminate  mandatory  retirement  of 
tenured  faculty,  but  ultimately  a  compromise  allowing  for  a  tem- 
porary exemption  was  enacted  into  law. 

The  exemption  allows  institutions  of  higher  education  to  set  a 
mandatory  retirement  age  of  70  years  for  persons  serving  under 
tenure  at  institutions  of  higher  education.  This  provision  is  in  ef- 
fect for  7  years,  until  December  31,  1993.  The  law  also  required  the 
EEOC  to  enter  into  an  agreement  with  the  National  Academy  of 
Sciences  to  conduct  a  study  to  analyze  the  potential  consequences 
of  the  elimination  of  mandatory  retirement  for  institutions  of  high- 
er education  and  report  the  findings  to  the  President  and  Congress. 
The  National  Academy  of  Sciences  formed  the  Committee  on  Man- 
datory Retirement  in  Higher  Education  (the  Committee)  to  conduct 
the  study. 

Proponents  of  mandatory  retirement  at  age  70  argue  that  with- 
out it,  institutions  of  higher  education  will  not  be  able  to  continue 
to  bring  in  those  with  fresh  ideas.  The  older  faculty,  it  is  claimed, 
would  prohibit  the  institution  from  hiring  younger  teachers  who[ 
with  their  current  state  of  knowledge,  are  better  equipped  to  serve 
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the  needs  of  the  school.  They  also  claim  that  allowing  older  faculty 
to  teach  or  research  past  the  age  of  70  denies  women  and  minori- 
ties access  to  the  limited  number  of  faculty  positions. 

Opponents  of  the  exemption  claim  that  there  is  little  statistical 
proof  that  older  faculty  keep  minorities  and  women  from  acquiring 
faculty  positions.  Indeed,  they  cite  statistical  information  gathered 
at  Stanford  University  and  analyzed  in  a  paper  by  Allen  Calvin 
which  suggests  that  even  with  mandatory  retirement  and  initia- 
tives to  hire  more  minorities  and  women,  there  was  only  a  slight 
change  in  the  percentage  of  tenured  minority  and  women.  In  addi- 
tion, they  argue  that  colleges  and  universities  are  using  mandatory 
retirement  to  rid  themselves  of  both  undesirable  and  unproductive 
professors,  instead  of  dealing  directly  with  a  problem  that  can  af- 
fect faculty  members  of  any  age.  The  use  of  performance  apprais- 
als, they  argue,  is  a  more  reliable  and  fair  method  of  ending  inef- 
fectual teaching  service  than  are  age-based  employment  policies. 

Based  upon  its  review,  the  Committee  recommended  "that  the 
ADEA  exemption  permitting  the  mandatory  retirement  of  tenured 
faculty  be  allowed  to  expire  at  the  end  of  1993." 
The  Committee  reached  two  key  conclusions: 

At  most  colleges  and  universities,  few  tenured  faculty  would 
continue  working  past  age  70  if  mandatory  retirement  is  elimi- 
nated because  most  faculty  retire  before  age  70.  In  fact,  col- 
leges and  universities  without  mandatory  retirement  that 
track  the  data  on  the  proportion  of  their  faculty  over  age  70 
report  no  more  than  1.6  percent;  and 

At  some  research  universities,  a  high  proportion  of  faculty 
may  choose  to  work  past  age  70  if  mandatory  retirement  is 
eliminated.  A  small  number  of  research  universities  report 
that  more  than  40  percent  of  the  faculty  who  retire  each  year 
have  done  so  at  the  current  mandatory  retirement  age  of  70. 
The  study  suggests  that  faculty  who  are  research  oriented, 
enjoy  inspiring  students,  have  light  teaching  loads,  and  are 
covered  by  pension  plans  that  reward  later  retirement  are 
more  likely  to  work  past  70. 
The  Committee  examined  the  issue  of  faculty  turnover  and  con- 
cluded that  a  number  of  actions  can  be  taken  by  affected  univer- 
sities to  encourage  rather  than  mandate  selected  faculty  retire- 
ments. Although  some  expense  may  be  involved,  the  proposals  are 
likely  to  enhance  faculty  turnover.  Most  prominent  among  them  is 
the  use  of  retirement  incentive  programs.   The  Committee   rec- 
ommended Congress,  the  Internal  Revenue  Service,  and  the  EEOC 
"permit  colleges  and  universities  to  offer  faculty  voluntary  retire- 
ment incentive  programs  that — are  not  classified  as  an  employee 
benefit,  include  an  upper  age  limit  for  participants,  and  limit  par- 
ticipation on  the  basis  of  institutional  needs."  The  Committee  also 
recommended  policies  that  would  allow  universities  to  change  their 
pension,  health,  and  other  benefit  programs  in  response  to  chang- 
ing faculty  behavior  and  needs. 

(D)  STATE  AND  LOCAL  PUBLIC  SAFETY  OFFICERS 

In  1983,  the  Supreme  Court  in  EEOC  v.  Wyoming,  460  U.S.  226, 
rejecting  a  mandatory  retirement  age  for  State  game  wardens,  held 
that  States  were  fully  subject  to  the  ADEA.  In  two  cases  in  1985 
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the  Court  outlined  the  standards  for  proving  a  "bona  fide  occupa- 
tional qualification"  (BFOQ)  defense  for  public  safety  jobs,  Western 
Air  Lines  v.  Criswell,  472  U.S.  400  (rejecting  mandatory  retirement 
age  for  airline  flight  engineers),  and  Johnson  v.  Baltimore,  472  U.S. 
353  (rejecting  mandatory  retirement  age  for  firefighters).  The 
Court  made  clear  that  age  may  not  be  used  as  a  proxy  for  safety- 
related  job  qualifications  unless  the  employer  can  satisfy  the  nar- 
row BFOQ  exception. 

Criswell's  discussion  of  the  BFOQ  defense  holds  that  the  State's 
interest  in  public  safety  must  be  balanced  by  its  interest  in  eradi- 
cating age  discrimination.  In  order  to  use  age  as  a  public  safety 
standard,  the  employer  must  prove  that  it  is  "reasonably  necessary 
to  the  normal  operation  of  the  business."  This  may  be  proven  only 
if  the  employer  is  "compelled"  to  rely  upon  age  because  either  (a) 
it  has  reasonable  cause  to  believe  that  all  or  substantially  all  per- 
sons over  that  age  would  be  unable  to  safely  do  the  job;  or  (b)  it 
is  highly  impractical  to  deal  with  older  persons  individually. 

In  subsequent  years,  some  States  and  localities  with  mandatory 
retirement  age  policies  below  age  70  for  public  safety  officers  were 
concerned  about  the  impact  of  these  decisions.  By  March  1986,  33 
States  or  localities  had  been  or  were  being  sued  by  the  EEOC  for 
the  establishment  of  mandatory  retirement  maximum  hiring  age 
laws. 

In  1986,  the  ADEA  was  amended  to  eliminate  mandatory  retire- 
ment based  upon  age  in  the  United  States.  As  part  of  a  compromise 
that  enabled  this  legislation  to  pass,  Congress  established  a  7-year 
exemption  period  during  which  State  and  local  governments  that 
already  had  maximum  hiring  and  retirement  ages  in  place  for  pub- 
lic safety  employees  could  continue  to  use  them.  It's  purpose  was 
to  give  public  employers  time  to  phase  in  compliance  without  hav- 
ing to  worry  about  litigation.1 

Supporters  of  a  permanent  exemption  for  State  and  local  public 
safety  officers  argue  that  the  mental  and  physical  demands  of  the 
job  and  safety  considerations  for  the  public,  the  individual,  and  co- 
workers who  depend  on  each  other  in  emergency  situations,  war- 
rant mandatory  retirement  ages  below  70  for  these  State  and  local 
workers.  Also,  they  contend  that  it  would  be  difficult  to  establish 
that  a  lower  mandatory  retirement  age  for  public  safety  officers  is 
a  BFOQ  under  that  ADEA.  Because  of  the  conflicting  case  law  on 
BFOQ,  this  would  entail  costly  and  time-consuming  litigation.  They 
note  that  jurisdictions  wishing  to  retain  the  hiring  and  retirement 
standards  that  they  established  for  public  safety  officers  prior  to 
the  Wyoming  decision  are  forced  to  engage  in  costly  medical  studies 
to  support  their  standards.  Finally,  they  question  the  feasibility  of 
individual  employee  evaluations,  some  citing  the  difficulty  involved 
in  administering  the  tests  because  of  technological  limitations  con- 
cerning what  human  characteristics  can  be  reliably  evaluated,  the 
equivocal  nature  of  test  results,  and  economic  costs.  They  do  not 
believe  that  individualized  testing  is  a  safe  and  reliable  substitute 
for  pre-established  age  limits  for  public  safety  officers. 

Those  who  oppose  an  exemption  contend  that  there  is  no  jus- 
tification for  applying  one  standard  to  Federal  public  safety  person- 

1  Senator  Howard  Metzenbaum,  Congressional  Record,  S.  16852-53,  Oct.  16,  1986. 
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nel  and  another  to  State  and  local  public  safety  personnel.  They  be- 
lieve that  exempting  State  and  local  governments  from  the  hiring 
and  retirement  provisions  of  the  ADEA  in  their  employment  of 
public  safety  officers  will  give  them  the  same  flexibility  that  Con- 
gress granted  to  Federal  agencies  that  employ  law  enforcement  offi- 
cers and  firefighters. 

As  an  additional  argument  against  exempting  public  safety  offi- 
cers from  the  ADEA,  opponents  note  that  age  affects  each  individ- 
ual differently.  They  note  that  tests  can  be  used  to  measure  the  ef- 
fects of  age  on  individuals,  including  tests  that  measure  general  fit- 
ness, cardiovascular  condition,  and  reaction  time.  In  addition,  they 
cite  research  on  the  performance  of  older  law  enforcement  officers 
and  firefighters  which  supports  the  conclusion  that  job  performance 
does  not  invariably  decline  with  age  and  that  there  are  accurate 
and  economical  ways  to  test  physical  fitness  and  predict  levels  of 
performance  for  public  safety  occupations.  All  that  the  ADEA  re- 
quires, they  argue,  is  that  the  employer  make  individualized  as- 
sessments where  it  is  possible  and  practical  to  do  so.  The  only  fair 
way  to  determine  who  is  physically  qualified  to  perform  police  and 
fire  work  is  to  test  ability  and  fitness. 

Lastly,  those  arguing  against  an  exemption  state  that  mandatory 
retirement  and  hiring  age  limits  for  public  safety  officers  are  re- 
pugnant to  the  letter  and  spirit  of  the  ADEA,  which  was  enacted 
to  promote  employment  of  older  persons  based  on  their  ability  rath- 
er than  age  and  to  prohibit  arbitrary  age  discrimination  in  employ- 
ment. They  believe  that  it  was  Congress*  intention  that  age  should 
not  be  used  as  the  principal  determinant  of  an  individual's  ability 
to  perform  a  job,  but  that  this  determination,  to  the  greatest  extent 
feasible,  should  be  made  on  an  individual  basis.  Maximum  hiring 
age  limitations  and  mandatory  retirement  ages,  they  contend,  are 
based  on  notions  of  age-based  incapacity  and  would  represent  a  sig- 
nificant step  backward  for  the  rights  of  older  Americans. 

The  1986  amendments  to  the  ADEA  also  required  EEOC  and  the 
Department  of  Labor  to  jointly  conduct  a  study  to  determine:  (1) 
Whether  physical  and  mental  fitness  tests  are  valid  measures  of 
the  ability  and  competency  of  police  and  firefighters  to  perform  the 
requirements  of  their  jobs;  (2)  which  particular  types  of  tests  are 
most  effective;  and  (3)  to  develop  recommendations  concerning  spe- 
cific standards  such  tests  should  satisfy.  Congress  also  directed  the 
EEOC  to  promulgate  guidelines  on  the  administration  and  use  of 
physical  and  mental  fitness  tests  for  police  officers  and  firefighters. 
The  5-year  study  completed  in  1992  by  the  Center  for  Applied  Be- 
havioral Sciences  of  the  Pennsylvania  State  University  (PSU)  con- 
cluded that  age  is  not  a  good  predictor  of  an  individual's  fitness 
and  competency  for  a  public  safety  job.  The  study  expressed  the 
view  that  the  best,  but  admittedly  imperfect,  predictor  of  on-the-job 
fitness  is  periodic  testing  of  all  public  safety  employees,  regardless 
of  age.  No  recommendations  with  respect  to  the  specific  standards 
that  physical  and  mental  fitness  tests  should  measure  were  devel- 
oped. Instead,  the  study  discussed  a  range  of  tests  that  could  be 
used.  EEOC  did  not  promulgate  guidelines  to  assist  State  and  local 
governments  in  administering  the  use  of  such  tests. 

The  issue  of  mandatory  retirement  for  public  safety  officers  was 
addressed  in  two  bills  introduced  in  the  House  of  Representatives. 
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On  July  23,  1993,  Representative  Major  R.  Owens,  together  with 
Representative  Austin  J.  Murphy  and  15  other  cosponsors,  intro- 
duced H.R.  2722,  "Age  Discrimination  in  Employment  Amendments 
of  1993."  It  is  similar  but  not  identical  to  H.R.  2554,  "Firefighters 
and  Police  Retirement  Security  Act  of  1993,"  that  Representative 
Murphy  introduced  on  June  29,  1993. 

H.R.  2554  sought  to  amend  the  Age  Discrimination  in  Employ- 
ment Amendments  of  1986  to  repeal  the  provision  which  termi- 
nated an  exemption  for  certain  bona  fide  hiring  and  retirement 
plans  applicable  to  State  and  local  firefighters  and  law  enforcement 
officers.  H.R.  2554  would  have  preserved  the  exemption  beyond 
199o. 

H.R.  2722  sought  to  amend  section  4  of  the  ADEA  to  allow  but 
not  require  State  and  local  bona  fide  employee  benefit  plans  that 
used  age-based  hiring  and  retirement  policies  as  of  March  3,  1983 
to  continue  to  use  such  policies;  and  to  allow  State  and  local  gov- 
ernments that  either  did  not  use  or  stopped  using  age-based  poli- 
cies to  adopt  such  policies  provided  that  the  mandatory  retirement 
age  is  not  less  than  55  years  of  age.  In  addition,  H.R.  2722  once 
again  directed  the  EEOC  to  identify  particular  types  of  physical 
and  mental  fitness  tests  that  are  valid  measures  of  the  ability  and 
competency  of  public  safety  officers  to  perform  their  jobs  and  to 
promulgate  guidelines  to  assist  State  and  local  governments  in  the 
administration  and  use  of  such  tests. 

On  March  24,  1993,  the  Subcommittee  on  Select  Education  and 
Civil  Rights  conducted  an  oversight  hearing  on  the  issue  of  the  use 
of  age  for  hiring  and  retiring  law  enforcement  officers  and  fire- 
fighters. On  March  24,  1993,  the  Subcommittee  held  a  markup  of 
H.R.  2722  and  approved  it  by  voice  vote.  The  Committee  on  Edu- 
cation and  Labor  considered  H.R.  2722  for  markup  on  October  19, 
1993.  The  Committee  accepted  two  amendments  by  voice  vote,  in- 
cluding an  amendment  offered  by  Representative  Thomas  C.  Saw- 
yer. A  quorum  being  present,  the  Committee,  by  voice  vote,  ordered 
the  bill  favorably  reported,  as  amended. 

On  November  8,  1993,  H.R.  2722,  as  amended,  passed  in  the 
House  by  voice  vote,  under  suspension  of  the  rules  (two-thirds  vote 
required).  On  November  9,  1993,  H.R.  2722  was  referred  to  the 
Senate  Committee  on  Labor  and  Human  Resources.  There  was  no 
further  action  on  H.R.  2722  before  December  31,  1993. 

(E)  THE  SUPREME  COURT 

The  U.S  Supreme  Court  ruled  on  two  cases  in  1993  that  affect 
the  aging  community.  Burden  of  proof  problems  formed  the  heart 
of  the  controversy  in  both  employment  discrimination  cases. 

In  Hazen  Paper  Co.  v.  Biggins,  113  S.Ct.  1701  (1993),  the  Court 
unanimously  held  there  can  be  no  violation  of  the  ADEA  when  the 
employer's  allegedly  unlawful  conduct  is  motivated  by  some  factor 
other  than  the  employee's  age.  Therefore,  the  fact  that  a  protected 
age  employee's  discharge  occurred  a  few  weeks  before  his  pension 
was  due  to  vest  did  not  per  se  establish  a  violation  of  the  statute. 

A  family-owned  company  hired  an  employee  in  1977  and  dis- 
charged him  in  1986,  when  he  was  62  years  old.  The  discharge, 
which  was  the  culmination  of  a  dispute  with  the  company  over  his 
refusal  to  sign  a  confidentiality  agreement,  occurred  a  few  weeks 
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prior  to  the  end  of  the  10-year  vesting  period  for  his  pension.  The 
employee  sued  the  employer  under  the  ADEA  and  the  Employee 
Retirement  Income  Security  Act  (ERISA).  At  trial,  the  jury  found 
that  the  company  had  violated  ERISA  and  "willfully"  violated  the 
ADEA.  The  district  court  granted  judgment  notwithstanding  the 
verdict  on  the  finding  of  willfulness.  The  First  Circuit  Court  of  Ap- 
peals affirmed  the  judgment  on  both  the  ADEA  and  ERISA  counts, 
but  reversed  on  the  issue  of  willfulness. 

On  appeal,  the  Supreme  Court  held  that  an  employer's  inter- 
ference with  pension  benefits,  which  vest  according  to  years,  does 
not,  by  itself,  support  a  finding  of  an  ADEA  violation.  The  Court 
reasoned  that,  in  a  disparate  treatment  case,  liability  depends  on 
whether  the  protected  trait  motivated  the  employer's  decision  and 
that  a  decision  based  on  years  of  service  is  not  necessarily  age- 
based. 

Justice  O'Connor  explained  that  the  ADEA  is  intended  to  ad- 
dress the  "very  essence"  of  age  discrimination,  when  an  older  em- 
ployee is  discharged  due  to  the  employer's  belief  in  the  stereotype 
that  "productivity  and  competence  decline  with  old  age."  The  ADEA 
forces  employers  to  focus  productivity  and  competence  directly  in- 
stead of  relying  on  age  as  proxy  for  them.  But  the  problems  posed 
by  such  stereotypes  disappear  when  the  employer's  decision  is  actu- 
ally motivated  by  factors  other  than  age,  even  when  the  motivating 
factor  is  correlated  with  age,  as  pension  status  typically  is.  Fur- 
ther, she  explained  that  the  correlative  factor  remains  analytically 
distinct,  however  much  it  is  related  to  age.  The  vesting  of  pension 
plans  usually  is  a  function  of  years  of  service.  However,  a  decision 
based  on  that  factor  is  not  necessarily  age-based.  An  older  em- 
ployee may  have  accumulated  more  years  of  service  by  virtue  of  his 
longer  length  of  time  in  the  workforce,  but  an  employee  too  young 
to  be  protected  by  the  ADEA  may  have  accumulated  more  if  he  has 
worked  for  a  particular  employer  for  his  entire  career  while  an 
older  worker  may  have  been  a  new  hire.  Thus,  discharge  of  a  work- 
er because  his  pension  is  about  to  vest  is  the  result  not  of  a  stereo- 
type about  age  but  of  an  accurate  judgment  about  the  employee, 
O'Connor  concluded. 

The  Court  noted,  however,  that  their  holding  does  not  preclude 
a  possible  finding  of  liability  if  an  employer  uses  pension  status  as 
a  proxy  for  age,  a  finding  of  dual  liability  under  ERISA  and  ADEA, 
or  a  finding  of  liability  if  vesting  is  based  on  age  rather  than  years 
of  service.  The  Court  also  held  that  the  TransWorld  Airlines,  Inc. 
v.  Thurston,  469  U.S.  Ill  (1985),  "knowledge  or  reckless  disregard" 
standard  for  liquidated  damages  applies  to  situations  in  which  the 
employer  has  violated  the  ADEA  through  an  informal  decision  mo- 
tivated by  an  employee's  age,  as  well  as  through  a  formal,  facially 
discriminatory  policy. 

In  St.  Mary's  Honor  Center  v.  Hicks,  61  U.S.L.W.  4782  (1993)  the 
Supreme  Court  rejected  the  burden  shifting  analysis  for  resolving 
Title  VII  intentional  discrimination  cases  set  forth  in  Texas  Depart- 
ment of  Community  Affairs  v.  Burdine,  450  U.S.  248  (1981). 
Burdine  had  regularly  been  applied  to  ADEA  cases.  See,  e.g.  Wil- 
liams v.  Valentec  Kisco,  Inc.,  964  F.2d  723  (8th  Cir.),  cert,  denied, 
113  S.Ct.  (1992);  Williams  v.  Edward  Apffels  Coffee  Co.,  792  F.2d 
1492  (9th  Cir.  (1992)).  As  a  result  of  the  holding  in  St.  Mary's 
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Honor  Center,  an  employee  who  discredits  all  of  an  employer's  ar- 
ticulated legitimate  nondiscriminatory  reasons  for  an  employment 
decision  is  not  automatically  entitled  to  judgment  in  an  action 
under  ADEA. 

Twenty  years  ago,  in  McDonnell-Douglas  Corp.  v.  Green,  411 
U.S.  792  (1973),  the  Supreme  Court  established  a  three-step  frame- 
work for  resolving  Title  VII  cases  involving  intentional  discrimina- 
tion. This  framework  was  reaffirmed  by  the  Court  in  Texas  Depart- 
ment of  Community  Affairs  v.  Burdine,  450  U.S.  248  (1981): 

First,  the  plaintiff  must  establish  a  prima  facie  case  of  dis- 
crimination with  evidence  strong  enough  to  result  in  a  judg- 
ment that  the  employer  discriminated,  if  the  employer  offers 
no  evidence  of  its  own; 

Second,  if  the  plaintiff  establishes  a  prima  facie  case,  the  em- 
ployer must  then  come  forward  with  a  clear  and  specific  non- 
discriminatory reason  for  the  challenged  action;  and 

Third,  if  the  employer  offers  a  nondiscriminatory  reason  for 
its  conduct,  the  plaintiff  them  must  establish  that  the  reason 
the  employer  offered  was  a  pretext  for  discrimination.  Signifi- 
cantly, the  Supreme  Court  made  clear  in  Burdine  that  the 
plaintiff  can  prevail  at  this  third  stage  "either  directly  by  per- 
suading the  court  that  a  discriminatory  reason  more  likely  mo- 
tivated the  employer,  or  indirectly  by  showing  that  the  employ- 
er's proffered  explanation  is  unworthy  of  credence. " 
The  decision  in  Hicks  explaining  the  various  procedural  burdens 
parties  face  in  presenting  and  defending  a  Title  VII  case  will  make 
it  harder  for  plaintiffs  to  prevail.  The  majority  held  that  an  em- 
ployee who  discredited  all  of  an  employer's  stated  reasons  for  his 
demotion  and  subsequent  discharge  was  not  automatically  entitled 
to  judgment  in  his  case  under  Title  VII.  Accordingly,  the  trial  court 
was  entitled  to  grant  judgment  to  the  employer  on  the  basis  of  a 
reason  the  employer  did  not  articulate. 

In  Hicks,  an  African-American  shift  commander  at  a  halfway 
house  was  demoted  to  the  position  of  correctional  officer  and  later 
discharged.  He  had  consistently  been  rated  competent  and  had  not 
been  disciplined  for  misconduct  or  dereliction  of  duty  until  his  su- 
pervisor was  replaced.  The  new  supervisor,  however,  viewed  him 
differently.  At  trial  the  plaintiff  alleged  the  employment  decisions 
were  racially  motivated.  The  employer  claimed  the  plaintiff  had 
violated  work  rules.  The  district  court  found  these  reasons  to  be 
pretextual.  Nevertheless,  it  ruled  for  the  halfway  house.  The  dis- 
trict court  felt  the  plaintiff  had  not  shown  that  the  effort  to  termi- 
nate him  was  racially  rather  than  personally  motivated.  Although, 
personal  animus  was  never  put  forward  by  the  employer  at  trial  to 
explain  its  conduct,  the  Eighth  Circuit  Court  of  Appeals  reversed. 
It  said  that  once  the  shift  commander  proved  that  all  of  the  em- 
ployer's proffered  reasons  were  pretextual,  the  plaintiff  was  enti- 
tled to  judgment  as  a  matter  of  law,  because  the  employer  was  left 
in  a  position  of  having  offered  no  legitimate  reason  for  its  actions. 
In  a  5-4  decision  written  by  Justice  Scalia,  the  Supreme  Court 
reversed  the  Eight  Circuit's  decision  and  upheld  the  district  court's 
judgment  for  the  employer.  The  Court  abandoned  the  20-year-old 
McDonnell-Douglas  framework  and  held  that  the  plaintiff  was  not 
entitled  to  judgment  even  though  he  had  proved  a  prima  facie  case 


98 

of  discrimination  and  disproved  the  employer's  only  proffered  rea- 
son for  its  conduct.  Instead,  the  majority  said  that  plaintiffs  may 
be  required  not  just  to  prove  that  the  reasons  offered  by  the  em- 
ployer were  pretextual,  but  also  to  "disprove  all  other  reasons  sug- 
gested, no  matter  how  vaguely,  in  the  record." 

Justice  Souter  wrote  a  dissenting  opinion,  joined  by  Justices 
Blackmun,  White,  and  Stevens.  Justice  Souter  charged  that  the 
majority's  decision  "stems  from  a  flat  misreading  of  Burdine  and  ig- 
nores the  central  purpose  of  the  McDonnell-Douglas  framework." 
He  also  accused  the  majority  of  rewarding  the  employer  that  gives 
false  evidence  about  the  reason  for  its  employment  decision,  be- 
cause the  falsehood  would  be  sufficient  to  rebut  the  prima  facie 
case,  and  the  employer  can  then  hope  that  the  factfinder  will  con- 
clude that  the  employer  acted  for  a  valid  reason.  "The  Court  is 
throwing  out  the  rule,"  Justice  Souter  asserted,  "for  the  benefit  of 
employers  who  have  been  found  to  have  given  false  evidence  in  a 
court  of  law." 

(F)  THE  CIVIL  RIGHTS  STANDARDS  RESTORATION  ACT 

In  response  to  the  Hicks  decision  two  bills  were  introduced  in 
Congress  to  restore  the  standards  for  proving  intentional  discrimi- 
nation established  in  McDonnell- Douglas  I  Burdine. 

On  November  22,  1993,  Senator  Howard  Metzenbaum  and  four 
cosponsors  introduced  S.  1776,  the  Civil  Rights  Standards  Restora- 
tion Act.  It  was  referred  to  the  Committee  on  Labor  and  Human 
Resources  the  same  day. 

S.  1776  creates  a  statutory  provision  which  applies  to  Federal 
civil  rights  cases  in  which  the  McDonnell-Douglas  I  Burdine  frame- 
work is  used  to  establish  intentional  discrimination,  including  Title 
VII  of  the  Civil  Rights  Act  of  1962,  the  ADEA,  and  other  Federal 
laws.  The  bill  adopts  the  precise  language  of  the  McDonnell-Doug- 
las I  Burdine  framework,  providing  that,  where  the  plaintiff  estab- 
lishes a  prima  facie  case  of  discrimination,  and  the  defendant  offers 
a  nondiscriminatory  explanation  for  its  conduct,  the  plaintiff  may 
still  prevail  by  proving  that  either  (1)  "A  discriminatory  reason 
more  likely  motivated  the  employer,"  or  (2)  "the  employer's  prof- 
fered explanation  is  unworthy  of  credence." 

A  similarly  titled  bill,  H.R.  3680,  was  introduced  in  the  House  of 
Representatives  on  November  22,  1993,  by  Representative  Major  R. 
Owens  and  referred  to  the  Committee  on  Education  and  Labor. 

B.  FEDERAL  PROGRAMS 

The  Federal  Government  provides  funds  for  training  disadvan- 
taged and  dislocated  workers  to  assist  them  in  becoming  more  em- 
ployable. Two  important  Federal  programs  designed  to  promote  the 
employment  opportunities  of  older  workers  are  the  Job  Training 
Partnership  Act  Program  and  the  Senior  Community  Service  Em- 
ployment Program  under  Title  V  of  the  Older  Americans  Act. 

1.  The  Job  Training  Partnership  Act 

The  Job  Training  Partnership  Act  (JTPA),  enacted  in  1982,  es- 
tablished a  nationwide  system  of  job  training  programs  adminis- 
tered jointly  by  local  governments  and  private  sector  planning 
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agencies;  $5  billion  was  appropriated  for  the  JTPA  program  for  fis- 
cal year  1994. 

JTPA  establishes  two  major  training  programs:  Title  II  for  eco- 
nomically disadvantaged  youth  and  adults,  with  no  upper  age  limit- 
and  Title  III  for  dislocated  workers,  including  those  long-term  un- 
employed older  workers  for  whom  age  is  a  barrier  to  reemployment 
Under  the  Title  II-A  program,  which  authorizes  training  for  dis- 
advantaged youth  and  adults,  funds  are  allotted  among  States  ac- 
cording to  the  following  three  equally  weighted  factors:  (1)  number 
of  unemployed  individuals  living  in  areas  with  jobless  rates  of  at 
least  6.5  percent  for  the  previous  year;  (2)  number  of  unemployed 
individuals  in  excess  of  4.5  percent  of  the  State's  civilian  labor 
force;  and  (3)  the  number  of  economically  disadvantaged  individ- 
uals. Training  under  Title  II-A  can  include  on-the-job  training 
classroom  training,  and  remedial  education.  For  the  period  July  1 

1u9k-tihr??gh  June  30'  1992'  25>400  adults  who  terminated  from 
the  Title  II-A  program  were  age  55  and  older,  representing  8  per- 
cent of  total  adult  terminees. 

Section  124(a-d)  of  JTPA  also  establishes  a  statewide  program  of 
job  training  and  placement  for  economically  disadvantaged  workers 
age  55  or  older.  Governors  are  required  to  set  aside  3  percent  of 
their  Title  II-A  allotments  for  this  older  workers  program  The 
older  workers  program  under  section  124  of  JTPA  is  meant  to  be 
operated  in  conjunction  with  public  agencies,  private  nonprofit  or- 
ganizations, the  private  industries.  Programs  must  be  designed  to 
assure  the  placement  of  older  workers  in  jobs  with  private  business 
concerns.  During  the  program  year  that  ended  June  30,  1993, 
T?6i3  PfTrsons  a&e  55  and  older  were  served  under  this  program.' 
Title  III  is  for  workers  who  have  been  or  are  about  to  be  laid  off 
workers  who  are  eligible  for  or  who  have  exhausted  their  entitle- 
ment to  unemployment  compensation,  and  workers  who  are  un- 
likely to  return  to  their  previous  occupation  or  industry.  The  dis- 
located workers  program  is  administered  by  the  States  and  pro- 
vides such  services  as  job  search  assistance,  job  development,  train- 
ing in  job  skills  which  are  in  demand,  relocation  assistance,  and  ac- 
tivities conducted  with  employers  or  labor  unions  to  provide  early 
intervention  in  cases  of  plant  closings.  During  the  period  between 
July  1  1992,  and  June  30,  1993,  approximately  14,688  persons  age 
55  and  over  were  served  by  the  Title  III  program  (about  8  percent 
of  total  program  participants). 

mTH^T6*1  for  services  Provided  under  JTPA  is  underscored  by  a 
1988  DOL  study  of  displaced  workers.  According  to  the  study  be- 
tween 1983  and  1988,  4.7  million  workers  lost  their  jobs  due  to  the 
decline  of  an  industry  or  a  plant  closing.  The  chance  of  reemploy- 
ment for  these  displaced  workers  declined  significantly  with  age, 
Only  51  percent  of  those  workers  between  55  and  64  were  able  to 
reenter  the  labor  force  in  any  capacity,  as  compared  to  71  percent 
for  those  between  the  ages  of  20  and  24.  Only  30  percent  of  those 
over  age  65  became  reemployed.  Of  those  who  found  a  job,  more 
than  half  (55  percent)  received  lower  pay  than  at  their  previous 
job,  and  more  than  one-third  took  salary  cuts  of  more  than  20  per- 
cent The  study  showed  that  the  older  an  individual  was  when  he 
or  she  lost  a  job,  the  longer  he  or  she  would  be  unemployed  and 
the  more  likely  he  or  she  would  become  discouraged  and  drop  out 


100 


of  the  labor  force  altogether.  Overall,  there  are  more  than  800,000 
"discouraged"  workers  in  the  Nation. 

The  Bureau  of  Labor  Statistics  has  conducted  four  special  sur- 
veys (as  a  special  supplement  to  the  monthly  Current  Population 
Survey)  in  January  1984,  1986,  1988,  and  1990  to  examine  the  ef- 
fect of  job  displacement.  Displaced  workers  are  defined  as  those 
who  had  at  least  3  years  tenure  on  their  most  recent  job  and  lost 
their  job  due  to  a  plant  shutdown  or  move,  reduced  work,  or  the 
elimination  of  their  position  or  shift.  Those  in  jobs  with  seasonal 
work  fluctuations  are  excluded. 

The  January  1990  survey  polled  workers  who  lost  jobs  between 
January  1985  and  1990.  In  spite  of  greater  seniority,  older  workers 
are  not  protected  from  displacement,  partly  because  many  work  in 
declining  industries  with  a  larger  share  of  older  workers,  and  be- 
cause the  majority  of  older  workers  report  job  loss  following  a  plant 
closing,  for  which  seniority  is  no  protection.  Older  displaced  work- 
ers were  much  more  likely  than  younger  displaced  workers  to  have 
left  the  labor  force  rather  than  be  reemployed  at  the  time  of  the 
survey.  Nineteen  percent  of  the  55-  to  59-year-olds,  44  percent  of 
the  60-  to  64-year-olds,  and  62  percent  of  those  65  years  and  older 
were  not  in  the  labor  force  compared  to  14  percent  of  all  displaced 
workers  20  years  and  older. 

During  the  first  session  of  the  102nd'  Congress,  the  Job  Training 
Partnership  Act  was  the  subject  of  much  discussion.  While  most 
agreed  that  JTPA  has  been  effective  since  its  enactment  in  1983, 
the  Department  of  Labor  and  several  Members  of  Congress  be- 
lieved that  adjustments  to  the  Act  were  necessary  to  meet  the 
changing  needs  of  our  Nation's  work  force. 

In  particular,  much  of  the  discussion  centered  on  the  idea  of  cut- 
ting back  or  eliminating  State-level  set-asides,  including  the  Title 
II-A  set-aside  for  training  and  placement  of  older  workers,  and 
concentrating  more  resources  at  the  local  level  through  the  service 
delivery  areas  (SDAs).  Supporters  of  this  idea  feel  that  more  serv- 
ices are  needed  at  the  local  level,  and  specifically  more  job  training 
services  are  needed  for  inner  city  youth. 

Possible  elimination  of  the  Title  II-A  older  worker  set-aside 
caused  concern  among  advocates  for  the  elderly,  who  argue  that 
youth  are  not  the  answer  to  future  shortages  in  the  work  force. 
Secretary  of  Labor  Elizabeth  Dole  recognized  the  importance  of 
older  workers  when  she  stated  in  the  October  1989  edition  of 
"Aging  Network  News:" 

Experience,  maturity,  know-how,  dependability — these  and 
other  positive  traits  that  characterize  older  workers  have  al- 
ways been  important  to  any  nation  that  wants  to  build  and 
maintain  a  strong,  competitive  economy.  But  as  we  look  to  the 
dawn  of  a  new  century,  they  may  be  especially  critical  to  our 
Nation's  need  to  compete  in  today's  global  marketplace. 

All  of  this  means  that  we  can  ill  afford  policies  or  practices 

that    discourage    skilled,    experienced,    productive    men    and 

women  from  continuing  to  work  past  retirement  as  if  they 

want  to  do  so. 

Supporters  of  the  Title  II-A  older  worker  provision  contend  that 

while  programs  funded  by  the  set-aside  generally  started  slowly  in 
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the  first  years,  the  vast  majority  of  them  are  now  very  successful 
and  should  not  be  eliminated. 

Amendments  to  the  Job  Training  Partnership  Act  which  took  ef- 
fect in  1993  have  caused  some  concern  among  local  agencies  admin- 
istering JTPA  programs.  Programs  are  now  required  to  count  appli- 
cants' Social  Security  in  figuring  total  income,  and  all  enrollees  are 
required  to  complete  occupational  training  as  a  condition  of  their 
participation.  According  to  some  local  programs,  these  amendments 
make  the  program  inappropriately  stringent,  and  the  occupational 
training  requirement  fails  to  take  into  consideration  the  particular 
needs  of  older  workers.  Preliminary  figures  have  indicated  that  en- 
rollment in  these  programs  is  dropping  off  sharply,  despite  the  fact 
that  there  has  been  no  decrease  in  the  number  of  people  approach- 
ing the  programs  for  assistance. 

2.  Title  V  of  the  Older  Americans  Act 

The  Senior  Community  Service  Employment  Program  (SCSEP) 
jras  given  statutory  life  under  Title  EX  of  the  Older  Americans 
Comprehensive  Services  Amendments  of  1973.  The  program's  stat- 
ed purpose  is  "to  promote  useful  part-time  opportunities  in  commu- 
nity service  activities  for  unemployed  low  income  persons."  SCSEP 
provides  opportunities  for  part-time  employment  and  income, 
serves  as  a  source  of  labor  for  various  community  service  activities, 
md  assists  unemployed  older  persons  in  their  search  to  find  per- 
nanent  unsubsidized  employment.  Amendments  passed  in  1978  re- 
lesignated  the  program  as  Title  V  of  the  Older  Americans  Act. 

The  SCSEP  is  administered  by  the  Department  of  Labor,  which 
iwards  funds  to  national  sponsoring  organizations  and  to  State 
igencies.  Persons  eligible  under  the  program  must  be  55  years  of 
ige  and  older  (with  priority  given  to  persons  60  years  and  older), 
inemployed,  and  have  income  levels  of  not  more  than  125  percent 
>f  the  poverty  level  guidelines  issued  by  the  Department  of  Health 
md  Human  Services.  Enrollees  are  paid  the  greater  of  the  Federal 
>r  State  minimum  wage,  or  the  local  prevailing  rate  of  pay  for  simi- 
ar  employment.  Federal  funds  may  be  used  to  compensate  partici- 
pants for  up  to  1,300  hours  of  work  per  year,  including  orientation 
md  training.  Participants  work  an  average  of  20  to  25  hours  per 
veek.  In  addition  to  wages,  enrollees  receive  physical  examina- 
ions,  personal  and  job-related  counseling  and,  under  certain  cir- 
umstances,  transportation  for  employment  purposes.  Participants 
nay  also  receive  training,  which  is  usually  on-the-job  training  and 
riented  toward  teaching  and  upgrading  job  skills. 

The  SCSEP  is  one  of  the  few  direct  job  creation  programs  re- 
naming since  the  elimination  of  the  Comprehensive  Employment 
md  Training  Act  and  the  Public  Service  Employment  programs. 
Jearly  45  percent  of  enrollees  are  between  the  ages  of  55  and  64, 
nd  nearly  a  third  are  age  70  or  older.  Almost  70  percent  are  fe- 
nales,  and  almost  half  of  all  enrolled  have  not  completed  high 
chool.  Approximately  80  percent  have  a  family  income  below  the 
overty  line. 

The  unique  aspect  of  the  SCSEP  is  that  it  is  designed  to  meet 
mportant  community  needs  while  at  the  same  time  serving  as  a 
)b  training  program  for  older  workers.  Enrollees  are  assigned  to 
)bs  in  community-based,  governmental  or  nonprofit  organizations 


102 

with  a  demonstrated  need  for  additional  assistance.  In  1993,  67.9 
percent  of  the  SCSEP  jobs  provided  services  to  the  general  commu- 
nity and  32. 1  percent  provided  service  to  the  elderly  community.  Of 
the  jobs  serving  the  general  community,  the  two  largest  service  cat- 
egories were  social  services  and  education,  with  17  percent  and 
15.5  percent  of  the  slots,  respectively.  Other  categories  were  health 
and  hospital  (5.3  percent),  housing/home  rehabilitation  (1.8  per- 
cent), employment  assistance  (2.5  percent),  recreation,  parks,  and 
forests  (8.2  percent),  environmental  quality  (0.8  percent),  and  pub- 
lic works  and  transportation  (4.2  percent).  Other  classifications  ac- 
counted for  12.6  percent  of  the  slots. 

In  the  elderly  service  category,  8.4  percent  of  the  slots  are  as- 
signed to  nutrition  programs,  7.9  percent  to  recreation/senior  cen- 
ters. Other  categories  accounting  for  smaller  numbers  of  job  slots 
are  project  administration  (2.9  percent),  health  and  home  care  (3.3 
percent),  house/home  rehabilitation  (1.4  percent),  employment  as- 
sistance (1.4  percent),  transportation  (1.3  percent),  and  outreach/re- 
ferral (2.4  percent).  Other  types  of  jobs  accounted  for  3.1  percent 
of  the  slots. 

The  SCSEP  has  received  steady  increases  in  funding  and  partici- 
pant enrollment  since  its  inception.  In  the  1968-69  program  year, 
the  first  full  year  of  operation  in  a  form  similar  to  the  current  pro- 
gram, the  program's  budget  was  $5.5  million.  In  program  year  July 
1,  1993  to  June  30,  1994,  Title  V  funding  appropriations  are 
$396.06  million,  which  will  support  an  estimated  65,345  job  slots. 
The  fiscal  year  1993  appropriation  represents  a  slight  increase  over 
fiscal  year  1992.  Increases  in  the  minimum  wage  raised  the  cost  of 
each  participant  in  the  program  from  $5,225  in  program  year  1989 
to  $5,652  in  program  year  1990  and  $6,061  in  program  years  1991 
and  1992.  Although  much  of  this  additional  cost  has  been  com- 
pensated by  an  increase  in  Title  V  funding,  budget  constraints 
have  prevented  Congress  from  completely  offsetting  the  effect  of 
the  minimum  wage  increase  over  the  past  several  years. 

C.  OUR  AGING  WORK  FORCE 

1.  Age  of  Retirement  Decisions 

As  mentioned  at  the  beginning  of  this  section,  early  retirement 
is  becoming  an  accepted  part  of  American  life.  The  ability  to  retire 
early  with  a  comfortable  income  is  a  coveted  ideal.  However,  as  we 
have  seen,  there  are  many  workers  in  America  who  continue  to 
work  past  traditional  retirement  ages  out  of  necessity  or  desire. 
There  have  also  been  actions  taken  by  the  Federal  Government  to 
encourage  later  retirement. 

Among  these  changes  is  the  phasing  in  of  a  later  normal  retire- 
ment age  from  the  current  age  65  to  67  beginning  in  2000  and  con- 
cluding in  2022.  (P.L.  93-21,  the  Social  Security  Amendments  of 
1983.)  In  addition,  the  delayed  retirement  credit  for  persons  work- 
ing past  normal  retirement  age  will  be  gradually  increased  from  3 
percent  a  year  to  8  percent  a  year  between  1990  and  2008;  and  the 
percentage  of  Social  Security  benefits  available  to  persons  selecting 
early  retirement  will  be  decreased.  Effective  in  1990,  the  earnings 
test  was  changed.  Persons  at  full  retirement  age  (currently  age  65) 
receiving  income  in  excess  of  exempt  amounts  now  have  their  So- 
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rial  Security  benefits  reduced  by  $1  for  every  $3  earned  rather 
than  the  previous  $1  for  every  $2  earned. 

Effective  January  1988,  Congress  began  requiring  employers  to 
continue  service  and  wage  accruals  for  employees  who  work  past 
55.  In  the  past  an  employer  could  stop  such  accruals  when  an  em- 
ployee reached  65  even  if  the  employee  continued  to  work.  In  addi- 
tion, 1986  amendments  to  the  ADEA  prohibited  most  employers 
from  setting  a  mandatory  retirement  age.  Other  legislative  actions 
are  discussed  in  the  earlier  section  on  age  discrimination. 

These  changes  in  the  Federal  legislative  framework  pertaining  to 
retirement  must  compete  with  the  retirement  incentives  and  dis- 
incentives provided  by  private  employers.  Many  employers  have  en- 
couraged early  retirement  through  pension  incentives  and  early  re- 
crement incentive  programs  and  hence  are  working  counter  to  the 
ntent  of  these  Federal  policies.  A  1989  survey  by  the  American  As- 
sociation of  Retired  Persons  found  35  percent  of  surveyed  employ- 
ers were  considering  or  had  offered  early  retirement,  compared  to 
11  percent  in  AARFs  1985  survey.  Although  these  programs  are  le- 
gally required  to  be  voluntary,  some  argue  older  workers  may  feel 
pressured  into  accepting  these  early  outs,  fearing  that  they  may  be 
breed  out  anyway  and  hence  they  might  as  well  accept  the  vol- 
mtary  early  out  with  its  positive  incentives. 

If  Congress  wants  to  induce  older  workers  to  remain  in  the 
vorkforce  longer,  policies  to  encourage  more  training  for  older 
vorkers  and  the  provision  of  more  flexible  work  schedules  to  allow 
;ontinued  employment  at  pre-retirement  jobs  would  serve  as  posi- 
tive inducements  for  older  workers  to  remain  in  the  workforce. 


Chapter  5 


SUPPLEMENTAL  SECURITY  INCOME 

OVERVIEW 

In  1972,  the  Supplemental  Security  Income  (SSI)  program  was 
established  to  help  the  Nation's  poor  aged,  blind,  and  disabled  meet 
their  most  basic  needs.  The  program  was  designed  to  supplement 
the  income  of  those  who  do  not  qualify  for  Social  Security  benefits 
or  those  whose  Social  Security  benefits  are  not  adequate  for  sub- 
sistence. The  program  also  provides  recipients  with  opportunities 
for  rehabilitation  and  incentives  to  seek  employment.  In  1993,  6.1 
million  individuals  received  assistance  under  the  program. 

In  1993,  despite  continued  criticism  that  benefit  levels  are  inad- 
equate, no  major  reforms  to  improve  benefits  were  enacted  by  Con- 
gress affecting  SSI.  At  the  same  time,  several  important  provisions 
were  approved  as  part  of  the  1993  Omnibus  Budget  Reconciliation 
Act  (OBRA  93)  (P.L.  103-66).  The  most  significant  of  these  was  the 
establishment  of  fees  that  will  be  charged  to  States  for  administer- 
ing State  supplementary  SSI  payments.  In  addition,  an  amend- 
ment limiting  eligibility  for  certain  immigrants  was  approved  as 
part  of  the  Unemployment  Compensation  Amendments  of  1993 
(P.L.  103-152). 

Other  major  discussions  surrounding  reform  of  the  SSI  program 
emerged  from  the  SSI  Modernization  Project,  which  was  created  by 
former  Commissioner  Gwendolyn  S.  King  in  1990  to  perform  a 
comprehensive  examination  of  the  SSI  program.  The  Project  issued 
its  expert  report  in  1992,  calling  for  major  and  costly  improvements 
in  the  program,  as  well  as  a  number  of  smaller  technical  amend- 
ments. While  no  action  was  taken  on  the  report's  recommendation 
in  1993,  it  formed  the  basis  for  discussions  as  to  an  agenda  improv- 
ing the  program  in  the  future. 

To  those  who  meet  SSI's  nationwide  eligibility  standards,  the 
program  provides  monthly  payments.  In  most  States,  SSI  eligibility 
automatically  qualifies  recipients  for  Medicaid  coverage  and  food 
stamp  benefits. 

Despite  the  budget  cuts  that  many  programs  have  suffered  in  the 
last  decade,  SSI  benefits  have  not  been  lowered.  This  is  in  part  be- 
cause the  Gramm-Rudman-Hollings  (GRH)  Act  exempts  SSI  benefit 
payments  from  across-the-board  budget  cuts.  It  is  also  because  of 
widespread  support  for  the  program,  recognition  of  the  subsistence- 
level  benefit  structure,  and  concern  about  the  program's  role  as  a 
safety  net  for  the  lowest-income  Americans. 

Although  SSI  has  escaped  the  budget  axe,  the  lack  of  funding  for 
benefit  increases  has  meant  that  the  program  continues  to  fall  far 
short  from  eliminating  poverty  among  the  elderly  poor.  Despite 
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progress  in  recent  years  in  alleviating  poverty,  a  substantial  num- 
ber remain  poor.  When  the  program  was  started  almost  two  dec- 
ades ago,  some  14.6  percent  of  the  Nation's  elderly  lived  in  poverty. 
In  1991,  the  elderly  poverty  rate  was  12.9  percent. 

The  effectiveness  of  SSI  in  reducing  poverty  is  hampered  by  in- 
adequate benefit  levels,  stringent  financial  criteria,  and  a  low  par- 
ticipation rate.  In  most  States,  program  benefits  do  not  provide  re- 
cipients with  an  income  that  meets  the  poverty  threshold.  Nor  has 
the  program's  allowable  income  and  assets  level  kept  pace  with  in- 
flation. Further,  only  about  half  of  those  elderly  persons  poor 
enough  to  qualify  for  SSI  actually  receive  program  benefits. 

In  recent  years,  the  gulf  between  SSI's  reality  and  its  potential 
as  an  antipoverty  weapon  has  given  rise  to  a  desire  among  advo- 
cates and  a  number  of  Members  of  Congress  to  try  and  correct  the 
program's  inadequacies.  Although  some  proposals  have  been  made 
to  raise  the  benefit  payments  to  the  poverty  level  and  to  increase 
the  program's  income  and  assets  levels,  little  progress  has  been 
made  to  enact  such  changes.  Budget  constraints,  enacted  by  Con- 
gress in  the  form  of  the  1993  budget  agreement,  will  continue  to 
limit  major  reforms. 

Among  the  issues  which  provoked  recent  SSI  reform  legislation 
was  the  lack  of  oversight  of  representative  payees  by  the  Social  Se- 
curity Administration  (SSA),  the  agency  charged  with  administer- 
ing the  SSI  program.  Representative  payees  handle  benefit  checks 
on  behalf  of  beneficiaries  who,  due  to  age  or  disability,  are  unable 
to  handle  their  own  finances.  Following  intense  scrutiny  by  the 
Senate  Aging  Committee  and  other  congressional  committees,  com- 
prehensive legislation  was  enacted  in  1990  to  strengthen  investiga- 
tion and  monitoring  of  representative  payees  for  this  vulnerable 
population.  In  1993,  SSA  continued  to  refine  the  implementation  of 
this  new  system. 

Also  under  scrutiny  has  been  the  lack  of  oversight  of  the  SSI  pro- 
gram by  the  SSA,  especially  with  regard  to  fraud  and  abuse  in  ob- 
taining benefits.  Of  particular  concern  to  Congress  has  been  the 
payment  of  cash  benefits  directly  to  drug  addicts  and  alcoholics, 
without  enforcing  the  statutory  requirement  that  these  recipients 
obtain  substance  abuse  treatment  as  a  condition  of  receiving  SSI 
benefits. 

A.  BACKGROUND 

The  SSI  program,  authorized  in  1972  by  Title  XVI  of  the  Social 
Security  Act  (P.L.  92-603),  began  providing  a  nationally  uniform 
guaranteed  minimum  income  for  qualifying  elderly,  disabled,  and 
blind  individuals  in  1974.  Underlying  the  program  were  three  con- 
gressionally  mandated  goals— to  construct  a  coherent,  unified  in- 
come assistance  system;  to  eliminate  large  disparities  between  the 
States  in  eligibility  standards  and  benefit  levels;  and  to  reduce  the 
stigma  of  welfare  through  administration  of  the  program  by  SSA. 
It  was  the  hope,  if  not  the  assumption,  of  Congress  that  a  central, 
national  system  of  administration  would  be  more  efficient  and 
eliminate  the  demeaning  rules  and  procedures  that  had  been  part 
of  many  State-operated,  public-assistance  programs.  SSI  consoli- 
dated  three   State-administered,   public-assistance   programs— old 
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age  assistance;  aid  to  the  blind;  and  aid  to  the  permanently  and  to- 
tally disabled. 

Under  the  SSI  program,  States  play  both  a  required  and  an  op- 
tional role.  They  must  maintain  the  income  levels  of  former  public- 
assistance  recipients  who  were  transferred  to  the  SSI  program.  In 
addition,  States  may  opt  to  use  State  funds  to  supplement  SSI  pay- 
ments for  both  former  public-assistance  recipients  and  subsequent 
SSI  recipients.  They  have  the  option  of  either  administering  their 
supplemental  payments  or  transferring  the  responsibility  to  SSA. 

SSI  eligibility  rests  on  definitions  of  age,  blindness,  and  disabil- 
ity; on  residency  and  citizenship;  on  levels  of  income  and  assets; 
and,  on  living  arrangements.  The  basic  eligibility  requirements  of 
age,  blindness,  or  disability  have  not  changed  since  1974.  Aged  in- 
dividuals are  defined  as  those  65  or  older.  Blindness  refers  to  those 
with  20/200  vision  or  less  with  the  use  of  a  corrective  lens  in  the 
person's  better  eye  or  those  with  tunnel  vision  of  20  degrees  or  less. 
Disabled  persons  are  those  unable  to  engage  in  any  substantial 
gainful  activity  because  of  a  medically  determined  physical  or  men- 
tal impairment  that  is  expected  to  result  in  death  or  that  can  be 
expected  to  last,  or  has  lasted,  for  a  continuous  period  of  12 
months. 

As  a  condition  of  participation,  an  SSI  recipient  must  reside  in 
the  United  States  or  the  Northern  Mariana  Islands  and  be  a  U.S. 
citizen,  an  alien  lawfully  admitted  for  permanent  residence,  or  an 
Edien  residing  in  the  United  States  under  color  of  law.  In  addition, 
eligibility  is  determined  by  a  means  test  under  which  two  basic 
conditions  must  be  satisfied.  First,  after  taking  into  account  certain 
exclusions,  monthly  income  must  fall  below  the  benefit  standard— 
5446  for  an  individual  and  $669  for  a  couple  in  1994.  Second,  the 
ralue  of  assets  must  not  exceed  a  variety  of  limits. 

Under  the  program,  income  is  defined  as  earnings,  cash,  checks, 
and  items  received  "in  kind,"  such  as  food  and  shelter.  Not  all  in- 
come is  counted  in  the  SSI  calculation.  For  example,  the  first  $20 
>f  monthly  income  from  virtually  any  source  and  the  first  $65  of 
monthly  earned  income  plus  one-half  of  remaining  earnings,  are  ex- 
cluded and  labeled  as  "cash  income  disregards."  Also  excluded  are 
:he  value  of  social  services  provided  by  federally  assisted  or  State 
>r  local  government  programs  such  as  nutrition  services,  food 
stamps,  or  housing,  weatherization  assistance;  payments  for  medi- 
cal care  and  services  by  a  third  party;  and  in-kind  assistance  pro- 
vided by  a  nonprofit  organization  on  the  basis  of  need. 

In  determining  eligibility  based  on  assets,  the  calculation  in- 
cludes real  estate,  personal  belongings,  savings  and  checking  ac- 
counts, cash,  and  stocks.  In  1993  and  years  thereafter,  the  asset 
imit  is  $2,000  for  an  individual  and  $3,000  for  a  married  couple. 
Hie  income  of  an  ineligible  spouse  who  lives  with  an  SSI  applicant 
>r  recipient  is  included  in  determining  eligibility  and  amount  of 
)enefits.  Assets  that  are  not  counted  include  the  individual's  home; 
lousehold  goods  and  personal  effects  with  a  limit  of  $2,000  in  eq- 
lity  value;  $4,500  of  the  current  market  value  of  a  car  (if  it  is  used 
or  medical  treatment  or  employment  it  is  completely  excluded); 
mrial  plots  for  individuals  and  immediate  family  members;  a  maxi- 
mum of  $1,500  cash  value  of  life  insurance  policies  combined  with 
he  value  of  burial  funds  for  an  individual. 
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The  Federal  SSI  benefit  standard  also  factors  in  a  recipient's  liv- 
ing arrangements.  If  an  SSI  applicant  or  recipient  is  living  in  an- 
other person's  household  and  receiving  support  and  maintenance 
from  that  person,  the  value  of  such  in-kind  assistance  is  presumed 
to  equal  one-third  of  the  regular  SSI  benefit  standard.  This  means 
that  the  individual  receives  two-thirds  of  the  benefit.  In  1993,  that 
totaled  $289  for  a  single  person  and  $434  for  a  couple.  In  1994,  the 
SSI  benefit  standard  for  individuals  living  in  another  person's 
household  will  increase  to  $297  for  a  single  person  and  $446  for  a 
couple.  If  the  individual  owns  or  rents  the  living  quarters  or  con- 
tributes a  pro  rata  share  to  the  household's  expenses,  this  lower 
benefit  standard  does  not  apply.  In  June  1993,  5.4  percent,  or 
293,000  recipients  came  under  this  "one-third  reduction"  standard. 
Sixty-seven  percent  of  those  recipients  were  receiving  benefits  on 
the  basis  of  disability. 

When  an  SSI  beneficiary  enters  a  hospital,  or  nursing  home,  or 
other  medical  institution  in  which  a  major  portion  of  the  bill  is  paid 
by  Medicaid,  the  SSI  benefit  amount  is  reduced  to  $30.  This 
amount  is  intended  to  take  care  of  the  individual's  personal  needs, 
such  as  haircuts  and  toiletries,  while  the  costs  of  maintenance  and 
medical  care  are  provided  through  Medicaid. 

B.  ISSUES 

1.  Fee  for  Federal  Administration  of  State  SSI  Supplements 

The  SSI  program  provides  a  minimum  income  floor,  fully  fi- 
nanced by  U.S.  general  revenue  to  needy  persons  who  are  aged, 
blind,  or  disabled.  States  have  the  option  of  providing  additional 
payments  to  SSI  recipients  at  their  own  expense.  In  addition, 
States  are  required  to  maintain  the  income  levels  of  former  public 
assistance  recipients  transferred  to  the  Federal  SSI  program  (ap- 
proximately 4,000  persons  receive  mandatory  State  supplements). 

OBRA  93  requires  SSA  to  charge  States  fees  for  the  Federal  cost 
of  administering  their  State  supplementary  payments.  Before  en- 
actment of  the  1993  law,  if  a  State  chose  to  have  the  Federal  Gov- 
ernment administer  its  SSI  supplements,  Federal  funds  paid  all  ad- 
ministrative costs.  Although  similar  provisions  were  introduced  in 
previous  Congresses,  they  were  not  enacted.  In  early  1993,  27 
States  and  the  District  of  Columbia  had  contracted  with  SSA  to  ad- 
minister their  State  supplements. 

The  fee  applies  to  both  optional  and  mandatory  State  supple- 
ments. The  fee  is  set  at  $1.67  for  each  monthly  supplementary  pay- 
ment in  fiscal  year  1994,  rising  to  $3.33  in  fiscal  year  1995,  and 
to  $5  in  fiscal  year  1996.  The  SSI  fee  provision  is  estimated  to  save 
the  Federal  Government  $50  million  in  fiscal  year  1994  and  $710 
million  over  5  years. 

2.  Limitations  of  SSI  Payments  to  Certain  Immigrants 

In  1993,  the  emergency  unemployment  compensation  program, 
scheduled  to  expire  after  October  2,  1993,  was  extended  through 
February  5,  1994.  To  help  fund  this  extension,  a  change  was  mad€ 
to  SSI  law. 
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To  qualify  for  SSI,  an  individual  must  be  either  a  citizen  of  the 
United  States  or  an  alien  lawfully  admitted  for  permanent  resi- 
dence or  otherwise  permanently  residing  in  the  United  States 
under  color  of  law.  Before  passage  of  the  Unemployment  Com- 
pensation Amendments  of  1993  (P.L.  103-152),  SSI  law  required 
that  for  purposes  of  determining  SSI  eligibility  and  benefit  amount, 
an  immigrant  entering  the  United  States  with  an  agreement  by  a 
U.S.  sponsor  to  provide  financial  support  was  deemed  to  have  part 
of  the  sponsor's  (and,  in  most  instances,  part  of  the  sponsor's 
spouse's)  income  and  resources  available  for  his  or  her  support  dur- 
ing the  first  3  years  in  the  United  States.  Public  Law  103-152  tem- 
porarily extends  the  deeming  period  for  SSI  benefits  from  3  years 
to  5  years.  This  provision  is  effective  from  January  1,  1994, 
through  September  30,  1996.  It  is  estimated  to  save  $20  million  in 
fiscal  year  1994,  $80  million  in  fiscal  year  1995,  and  $110  million 
in  fiscal  year  1996. 

3.  SSI  Modernization  Project 

Former  SSA  Commissioner  Gwendolyn  King  in  1990  established 
the  Supplemental  Security  Income  Modernization  Project.  In  1992, 
a  comprehensive  examination  of  the  SSI  program,  including  a  re- 
view of  its  fundamental  structure  and  purpose,  was  completed.  The 
purpose  of  the  Project  was  to  determine  if  the  SSI  program  meets 
and  will  continue  to  meet  the  needs  of  the  population  it  is  intended 
to  serve  in  an  efficient  and  caring  manner,  while  also  recognizing 
the  constraints  of  the  current  fiscal  climate. 

As  SSA  has  explained  it,  the  first  phase  of  the  Project  created 
a  dialogue  to  provide  a  full  examination  of  how  well  the  SSI  pro- 
gram serves  the  needy,  aged,  blind,  and  disabled.  To  begin  the  dia- 
logue, Commissioner  King  appointed  21  people  who  are  experts  in 
the  SSI  program  and  related  public  policy  fields.  The  experts  in- 
cluded a  wide  range  of  representatives  of  the  aged,  blind,  and  dis- 
abled from  private  and  nonprofit  organizations  and  Federal  and 
State  governments  as  well  as  former  SSA  staff.  Dr.  Arthur  S. 
Flemming,  former  Secretary  of  Health,  Education,  and  Welfare, 
chaired  the  Project.  Dr.  Flemming,  and  many  of  the  experts  serving 
the  Project,  are  widely  recognized  as  being  among  the  foremost  ad- 
vocates for  improving  and  protecting  the  SSI  program. 

From  1990  through  1992,  the  experts  held  a  series  of  public 
meetings  across  the  United  States  during  which  more  than  400  in- 
dividuals and  organizations  testified.  Additionally,  approximately 
14,600  persons  commented  on  an  issue  paper  which  the  Project 
published  in  the  Federal  Register  on  July  31,  1991.  The  meetings 
were  designed  to  facilitate  the  sharing  of  ideas  among  attendees' 
constituencies,  including  advocacy  groups,  State  and  local  govern- 
ment officials,  and  academicians.  The  meetings  also  informed  the 
public  and  brought  to  the  Project's  attention  innovative  ideas  for 
change  in  the  SSI  program. 

The  experts  considered  all  of  these  comments  as  they  determined 
their  individual  points  of  view.  Their  final  report  to  the  Commis- 
sioner of  Social  Security  was  published  in  the  Federal  Register  on 
September  4,  1992,  accompanied  by  a  request  for  comments  due  by 
December  3,  1992. 
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The  body  of  the  report  addresses  more  than  50  program  improve- 
ments which  would  grant  SSI  access  to  truly  needy  persons  who  i 
are  aged,  blind,  or  disabled  and  which  would  improve  the  quality 
of  care  received  by  beneficiaries.  A  majority  of  experts  endorse  im- 
provements which  cover  diverse  issues,  including  matters  relating 
to  the  payment  of  benefits  and  the  adequacy  of  benefits;  the  cri- 
teria for  eligibility  (the  needs  tests — income  and  resources — and 
the  tests  for  categorical  eligibility — the  definitions  of  age  and  dis- 
ability); agency  staffing;  linkages  to  the  Medicaid  and  food  stamp 
programs;  and  the  need  for  periodic  reviews  of  the  program.  Also 
included  is  relevant  background  information  about  the  current  pro- 
gram and  specific  issues  the  experts  believe  need  to  be  addressed, 
as  well  as  the  individual  points  of  view  of  all  the  experts,  including 
those  whose  perspective  differs  from  that  of  the  majority  on  a  given 
issue. 

Most  of  the  experts  agreed  on  four  top  priorities  that  need  to  be 
addressed.  They  differed,  however,  as  to  how  far  and  how  fast  to 
implement  the  changes.  This  first  of  the  four  top  priorities  is  an 
immediate  staffing  increase  of  6,000  at  SSA.  The  experts  consider 
such  in  increase  necessary  to  eliminate  growing  backlogs  and  to  en- 
able the  agency  to  move  toward  providing  the  level  of  personalized 
services  which  are  needed  by  many  persons  receiving  SSI  benefits. 

Second,  and  most  costly  among  the  proposals,  the  experts  rec- 
ommended increasing  the  Federal  benefit  standard  over  a  period  of 
5  years  so  that  it  reaches  120  percent  of  the  poverty  level  by  the 
fifth  year.  In  1993,  the  standard  for  an  individual  is  roughly  75 
percent  of  the  poverty  level. 

Third,  the  experts  recommended  repealing  a  law  that  requires 
the  receipt  of  in-kind  support  and  maintenance,  such  as  food,  cloth- 
ing, and  shelter,  be  considered  as  income.  This  would  remove  a  pro- 
vision that  can  be  harsh,  demeaning,  and  discouraging  to  chari- 
table endeavors. 

Fourth,  the  experts  advocated  increasing  the  resource  test  used 
to  determine  eligibility  from  $2,000  for  an  individual  and  $3,000  for 
a  couple  to  $7,000  for  an  individual  and  $10,500  for  a  couple  and, 
streamlining  the  exclusions.  This  would  make  the  rules  easier  for 
beneficiaries  to  understand  and  give  them  more  flexibility  in  the 
use  of  funds  while  simplifying  program  administration. 

As  the  experts  completed  their  review  of  the  SSI  program,  they 
recognized  that  most  of  their  ideas  for  change  would  require  in- 
creased expenditures.  In  many  ways,  the  massive  cost  of  many  of 
the  proposals  have  been  the  major  obstacle  to  their  serious  consid- 
eration by  Congress.  In  1993,  Congressional  and  public  sentiment 
strongly  leaned  toward  reducing  rather  than  expanding  entitlement 
spending. 

4.  Benefits 

Ever  since  the  program's  start-up  in  1974,  benefit  levels  have 
fallen  below  the  poverty  level.  As  a  result,  the  program  has  re- 
lieved, but  not  eliminated,  poverty  rates  among  elderly  and  dis- 
abled individuals.  The  poverty  rate  among  the  elderly  has  declined 
only  marginally  from  14.6  percent  in  1974  to  12.9  percent  in  1992. 
For  black  elderly,  the  poverty  rate  is  even  greater,  at  33  percent. 
The  poverty  rate  is  highest  for  black  elderly  women,  at  38  percent. 
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The  1993  benefit  of  $434  left  an  elderly  individual  25  percent  below 
the  1993  poverty  level  of  $6,970.  For  elderly  couples,  the  maximum 
benefit  level  of  $652  was  11  percent  below  the  poverty  level  of 
$9,430  in  1993.  In  1992,  out  of  a  total  population  of  30.9  million 
elderly  age  65  and  over,  4  million  elderly  had  incomes  below  the 
poverty  level. 

A  1988  study  by  the  National  Council  of  Senior  Citizens  found 
that  the  average  low-income  elderly  household  had  an  annual  in- 
come of  $5,306.  Of  that  amount,  housing  costs  totaled  more  than 
38  percent,  food  totaled  34  percent,  and  home  energy  totaled  17 
percent.  This  left  about  $493,  or  $9.38  a  week,  for  discretionary 
spending. 

Under  SSI,  States  also  may  voluntarily  supplement  the  Federal 
SSI  benefit.  Approximately  49  percent  of  SSI  recipients  receive 
such  supplementation.  Seven  States  provide  no  supplement.  The 
median  State  supplement  in  1993  was  only  $31  for  an  individual 
per  month.  In  1993,  only  three  States— Alaska,  California,  and 
Connecticut — supplemented  SSI  enough  to  bring  benefits  up  to  the 
poverty  level. 

In  1992,  in  an  effort  to  extend  the  effectiveness  of  SSI,  the  major- 
ity of  experts  on  the  SSI  Modernization  Project  recommended  rais- 
ing the  SSI  benefit  standard  to  120  percent  of  the  poverty  level, 
rhese  experts  believe  that  those  who  are  aged,  blind,  and  disabled 
should  no  longer  have  to  live  in  poverty.  'Die  proposed  benefit  in- 
:rease  would  be  extremely  costly,  and  would  bump  up  against  seri- 
)us  budget  constraints  in  1994.  Unless  creative  sources  of  financing 
:an  be  identified,  large  increases  in  SSI  will  be  difficult  to  achieve 
in  the  near  future. 

5.  Income  and  Assets  Limits 

Concern  has  stemmed  from  the  fact  that  the  level  of  cash  income 
iisregarded  in  determining  SSI  program  eligibility  has  not  been 
changed  since  the  inception  of  the  program  in  1974.  If  the  1974  val- 
les  of  these  disregards  had  been  indexed  to  reflect  price  inflation 
;hey  would  have  increased  from  $20  of  monthly  income  from  any 
source  and  $65  monthly  earned  income  to  $59  and  $191,  respec- 
tively. The  $20  disregard  affects  almost  75  percent  of  elderly  bene- 
Iciaries.  The  experts  on  the  SSI  Modernization  Project  rec- 
)mmended  increasing  the  $20  monthly  income  exclusion  to  $30,  ap- 
>lied  only  to  unearned  income. 

Compounding  this  problem  is  the  absence  of  regular  indexing  for 
;he  asset  limits  individuals  must  meet  to  receive  SSI  benefits, 
rhrough  the  program's  first  10  years,  the  allowable  asset  limits  re- 
named constant  at  $1,500  for  individuals  and  $2,250  for  couples, 
n  1984,  however,  the  Deficit  Reduction  Act  (P.L.  98-369)  raised 
-hese  limits  annually  through  1989  by  $100  for  individuals  and  by 
5150  a  year  for  couples  to  its  current  level  of  $2,000  and  $3,000, 
•espectively.  Even  so,  anti-poverty  advocates  remain  concerned 
hat  the  asset  test  is  still  too  stringent  and  disqualifies  otherwise 
iligible  persons. 

The  results  of  a  1988  study  conducted  by  the  Policy  Center  on 
^ging  of  Brandeis  University  for  the  American  Association  of  Re- 
ired  Persons  (AARP),  support  this  contention.  The  study  found 
hat  34  percent  of  the  income  eligible  65-69  age  group  and  45  per- 
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cent  of  the  85  and  over  age  group  were  ineligible  because  of  assets. 
The  study  also  reported  that  a  significant  number  of  individuals 
possessed  assets  close  to  the  cutoff  For  example,  about  60,000  el- 1 
derly  persons  had  countable  assets  that  fell  within  $750  of  the^ 
1984  asset  test  threshold.  The  assets  held  by  a  majority  of  the 
asset  ineligible  population  were  interest  earning  accounts,  homes, 
and  automobiles.  About  half  of  income  eligible/asset  ineligible  el-: 
derly  households  had  modest  life  insurance  policies  that  contrib- 
uted to  ineligibility.  . 

In  addressing  these  concerns,  the  SSI  Modernization  Project  is- 
sued a  number  of  recommendations.  Regarding  the  resource  limits,  i 
the  experts  supported  raising  the  limits  to  $7,000  for  an  individual 
and  $10,500  for  a  couple,  while  eliminating  most  of  the  resource  ex- 
clusions. The  home,  an  essential  car,  business  property  essential 
for  self-support,  and  household  goods  and  personal  effects  would 
continue  to  be  excluded.  The  experts  view  these  changes  as  making 
the  program  simpler  and  more  equitable.  They  believe  that  the  in- 
creased limits,  with  fewer  exclusions,  would  more  effectively  and 
efficiently  identify  the  truly  needy  among  persons  who  are  aged, 
blind,  or  disabled. 

6.  Low  Participation 

Since  its  inception,  the  SSI  program  has  been  plagued  with  low 
participation  rates.  Despite  initial  projections  that  over  7  million 
Americans  were  eligible  for  SSI,  the  caseload  has  never  exceeded 
6.1  million.  Further,  the  number  of  elderly  participants  has  contin^ 
ued  to  decline.  The  number  of  those  persons  who  became  eligible 
for  SSI  on  the  basis  of  age  declined  from  2.3  million  in  1975  to  1.5 
million  in  1993.  A  1986  study  by  the  Commonwealth  Fund  Com- 
mission on  Elderly  People  Living  Alone  found  evidence  that  those 
who  are  eligible  but  not  participating  are  mostly  single  elderly 
women  living  in  poverty. 

Over  the  years,  studies  have  found  that  only  between  40  and  bl 
percent  of  those  elderly  poor  enough  to  qualify  for  SSI  actually  re- 
ceive benefits  under  the  program.  A  1988  AARP  study  prepared 
under  a  grant  from  the  Commonwealth  Fund  Commission  on  El 
derly  People  Living  Alone,  found  that  only  51.1  percent  of  the  eligi- 
ble elderly  were  participating  in  SSI,  with  rates  varying  between 
30  to  60  percent  among  the  States.  A  1980  study  of  the  Institute 
for  Research  on  Poverty,  based  on  1975  population  data,  found  z 
41  to  47  percent  participation  rate  among  the  elderly.  In  the  follow 
ing  year,  1981,  Urban  Systems  reported  a  participation  rate  of  6( 
percent,  using  a  nonrepresentative  1979  survey  of  low-income  el 
derly. 

A  related  1988  AARP  survey,  conducted  by  Lou  Harris  and  Asso 
ciates,  found  that  over  half  of  the  eligible  poor  who  were  not  par 
ticipating  in  SSI  had  never  heard  of  the  program  or  did  not  knov 
how  to  apply  for  assistance.  Less  frequently  cited  reasons  fc>] 
nonparticipation  included  an  inability  to  deal  with  the  program  i 
application  process,  language  barriers,  the  stigma  of  receiving  wel 
fare,  the  loss  of  privacy,  and  the  perception  of  low  benefits. 

The  AARP  survey  identified  a  number  of  effective  SSI  outreacl 
tools.  The  largest  number  of  elderly  respondents,  76  percent,  re 
ported  that  one-on-one  assistance  with  the  SSI  application  process 
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s  an  effective  approach.  About  72  percent  reported  that  allowing 
ndividuals  to  set  up  an  appointment  time  with  SSA,  rather  than 
spending  time  waiting  in  an  SSA  field  office,  would  further  pro- 
p-am participation.  Slightly  fewer,  68  percent,  said  that  informing 
ndividuals  that  SSI  eligibility  confers  access  to  health  care 
hrough  Medicaid  would  make  a  difference,  followed  closely  by  in- 
Teasing  benefits  (67  percent)  and  allowing  individuals  to  apply  for 
SSI  at  some  location  other  than  an  SSA  field  office  (66  percent). 

Aware  of  these  problems,  the  SSI  Modernization  Project  advo- 
:ated  increasing  SSA  staff  by  6,000  and  ensuring  a  specific  funding 
itream  to  ensure  SSA  continues  outreach  activities.  In  the  report, 
he  experts  argued  that  Congress  would  need  to  increase  appro- 
bations for  administrative  expenses  in  order  to  enable  SSA  to 
onduct  outreach. 

The  findings  of  a  1989  report  of  Families  USA  confirm  that  the 
najor  obstacle  toward  greater  SSI  participation  among  the  elderly 
s  a  lack  of  information  and  understanding  about  the  program. 
*ased  on  a  survey  of  over  6,000  low-income  elderly,  the  study 
ound  that  only  one-third  of  the  respondents  knew  that  SSI  could 
aise  an  eligible  person's  income  and  one-fourth  were  aware  that 
>SI  eligibility  could  lead  to  health  care  under  Medicaid.  The  study 
Jso  reported  that  the  perceived  complexity  of  the  SSI  application 
irocess  and  the  lack  of  assistance  in^  completing  the  application 
Dims  keeps  many  eligible  individuals  off  the  rolls.  Finally,  the  re- 
|ort  concluded  that  SSI  outreach  efforts  on  the  part  of  SSA  were 
imited,  sporadic,  and  untargeted,  and  that  a  nationwide  effort  was 
ritical  to  ensure  that  eligible  individuals  are  able  to  receive  the 
eneflts  under  the  program. 

^  On  a  demonstration  basis,  AARP  and  the  Commonwealth  Fund 
Commission  on  Elderly  People  Living  Alone  worked  in  1988  with 
ozens  of  local  agencies  in  three  cities  to  develop  and  test  ways  to 
acrease  participation  in  the  SSI  program.  The  projects  pioneered 

number  of  innovative  strategies,  making  extensive  use  of  the 
ledia,  community  education,  and  one-on-one  counseling  of  poten- 
ial  SSI  applicants.  In  the  three  cities— El  Paso,  Pittsburgh,  and 
)klahoma  City — SSA  reported  an  average  increase  of  about  97  per- 
ent  in  applications  and  about  58  percent  in  awards.  In  1989,  these 
rejects  served  as  templates  for  SSI  outreach  programs  in  10  addi- 
ional  locations. 

In  recent  years,  SSA  itself  has  undertaken  some  outreach  activi- 
ies  with  congressional  support.  In  1993,  Congress  specified  that  $6 
lillion  is  to  be  used  in  fiscal  year  1994  for  SSI  outreach  dem- 
nstration  projects  as  part  of  the  Department  of  Labor,  HHS  Ap- 
ropriations  Act  (P.L.  103-112). 

In  1984,  a  congressionally  mandated  effort  by  SSA  to  inform  7.6 
lillion  potential  SSI  recipients  my  mail  of  possible  eligibility  re- 
ulted  in  79,000  applications — representing  1  percent  of  potential 
ecipients  who  were  alerted.  A  total  of  58,000  of  those  who  applied 
rere  awarded  benefits.  An  appropriation  in  1990  resulted  in  SSA 
warding  grants  to  25  groups  and  organizations  throughout  the 
auntry  to  conduct  SSI  outreach  demonstration  projects.  In  1994, 
SA  continues  to  work  with  these  and  other  projects  as  they  test 
arious  methods  of  getting  people  to  apply  for  SSI  that  can  be  du- 
licated  elsewhere. 
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The  chronic  low  rates  of  program  participation  have  prompted 
Congress  to  urge  and  SSA  to  adopt  a  more  aggressive  approach  to 
this  problem  and  to  provide  better  training  to  SSA  staff.  At  the 
same  time,  many  voice  strong  concern  over  the  impact  of  the  agen- 
cy's closing  of  field  offices,  staff  reductions  in  field  offices,  particu- 
larly field  representatives  and  those  with  bilingual  capability,  and 
the  lack  of  outreach  efforts  in  minority  communities. 

Over  the  last  several  years,  SSA  resources  most  critical  to  the 
agency's  outreach  efforts — field  representatives  and  contact  sta- 
tions— have  been  scaled  back  significantly.  Between  1986  and  1989, 
the  number  of  field  representatives  dropped  by  28  percent  and  the 
number  of  contact  stations  by  22  percent. 

Adding  to  the  barriers  to  increased  SSI  participation  were  the 
problems  plaguing  the  nationwide  implementation  of  an  SSA  toll- 
free  line.  Under  the  system,  calls  to  SSA  bypass  SSA  field  offices 
and  were  rerouted  to  a  small  number  of  SSA  telephone  centers.  In 
its  first  years  of  operation,  the  toll-free  line  persistently  suffered 
from  high  rates  of  busy  signals  and  incomplete  or  erroneous  an- 
swers, particularly  with  respect  to  the  SSI  program.  One  SSA 
study,  for  example,  revealed  that  nearly  one  in  four  callers  (24  per- 
cent) with  questions  about  SSI  were  given  incorrect  answers.  Sen- 
ator Pryor  introduced  a  bill,  S.  2158,  which  was  enacted  in  1990, 
requiring  SSA  to  provide  telephone  access  to  local  offices.  In  1992, 
SSA  implemented  a  part  of  that  legislation,  although  phone  lines 
which  had  been  disconnected  were  not  restored  in  many  cases.  (Foi 
a  fuller  discussion  of  SSA's  toll-free  line,  see  Chapter  1.) 

7.  Representative  Payees 

Under  SSA's  representative  payee  program,  an  individual  othei 
than  the  beneficiary  is  appointed  to  handle  checks  from  the  Social 
Security  and  SSI  programs  when  the  beneficiaries  are  deemed  un- 
able to  manage  their  own  finances.  The  monthly  payments  to  ap- 
proximately 1  million  SSI  beneficiaries  are  handled  by  representa- 
tive payees.  By  definition,  beneficiaries  in  need  of  a  payee  are  vul; 
nerable. 

Senator  Pryor  chaired  a  hearing  to  investigate  the  lack  of  safe 
guards  to  protect  beneficiaries  from  abuse  by  representative  payees 
and  lapses  by  SSA.  The  findings  led  him  to  introduce  a  bill,  which 
was  enacted  in  1990,  to  intensify  oversight  of  the  program  bj 
strengthening  SSA's  procedures.  In  response  to  that  legislation  and 
congressional  concern,  SSA  moved  to  address  some  of  the  weak 
nesses  that  had  been  identified  in  its  representative  payee  pro- 
gram. In  1993,  SSA  implemented  a  number  of  policies  and  proce 
dures  specified  under  the  new  law,  consulting  with  a  variety  of  ex- 
perts to  ensure  the  new  system  protects  the  vulnerable  beneficial} 
population.  As  a  result,  advocates  and  Members  of  Congress  were 
reassured  that  beneficiaries  are  adequately  protected. 

Final  regulations  implementing  the  bill  were  completed  in  1993 

8.  Employment  and  Rehabilitation  for  SSI  Recipients 

Section  1619  and  related  provisions  of  SSI  law  provide  that  SS] 
recipients  who  are  able  to  work  in  spite  of  their  impairments  car 
continue  to  be  eligible  for  reduced  SSI  benefits  and  Medicaid.  Th€ 
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number  of  SSI  disabled  and  blind  beneficiaries  with  earnings  has 
increased  from  87,000  in   1980  to  229,000  in   1993.  In  addition 
29,000  aged  SSI  recipients  had  earnings  in  1993. 

Before   1980,  a  disabled  SSI   recipient  who  found  employment 
faced  a  substantial  risk  of  losing  both  SSI  and  Medicaid  benefits 
The  result  was  a  disincentive  for  disabled  individuals  to  attempt  to 
work. 

The  Social  Security  Disability  Amendments  of  1980  (P.L.  96-265) 
established  a  temporary  demonstration  program  aimed  at  removing 
work  disincentives  for  a  3-year  period  beginning  in  January  1981. 
This  program,  which  became  Section  1619  of  the  Social  Security 
Act,  was  meant  to  encourage  SSI  recipients  to  seek  and  engage  in 
employment.  Disabled  individuals  who  lost  their  eligibility  status 
for  SSI  because  they  worked  were  provided  with  special  SSI  cash 
benefits  and  assured  Medicaid  eligibility. 

The  Social  Security  Disability  Benefits  Reform  Act  of  1984  (P  L 
98-460),  which  extended  the  Section  1619  program  through  June 
30,  1987,  represented  a  major  push  by  Congress  to  make  work  in- 
centives more  effective.  The  original  Section  1619  program  pre- 
served SSI  and  Medicaid  eligibility  for  disabled  persons  who 
worked  even  though  two  provisions  that  set  limits  on  earnings 
were  still  in  effect.  These  provisions  required  that  after  a  trial 
mrk  period,  work  at  the  "substantial  gainful  activity  level"  (then 
»unted  as  over  $300  a  month  earnings,  which  has  since  been 
•aised  to  $500)  led  to  the  loss  of  disability  status  and  eventually 
>enefits  even  if  the  individual's  total  income  and  resources  were 
vithin  the  SSI  criteria  for  benefits. 

Moreover,  when  an  individual  completed  9  months  of  trial  work 
ind  was  determined  to  be  performing  work  constituting  substantial 
gainful  activity,  he  or  she  lost  eligibility  for  regular  SSI  benefits  3 
nonths  after  the  9-month  period.  At  this  point,  the  person  went 
nto  Section  1619  status.  After  the  close  of  the  trial  work  period 
here  was,  however,  an  additional  one-time  15-month  period  during 
vnich  an  individual  who  had  not  been  receiving  a  regular  SSI  pay- 
nent  because  of  work  activities  above  the  substantial  gainful  ac- 
lvities  level  could  be  reinstated  to  regular  SSI  benefit  status  with- 
»ut  having  his  or  her  medical  condition  reevaluated. 

The  Employment  Opportunities  for  Disabled  Americans  Act  of 
986  (P.L.  99-643)  eliminated  the  trial  work  period  and  the  15- 
tionth  extension  period  provisions.  Because  a  determination  of  sub- 
tantial  gainful  activity  was  no  longer  a  factor  in  retaining  SSI  eli- 
[lbility  status,  the  trial  work  period  was  recognized  as  serving  no 
•urpose.  The  law  replaced  these  provisions  with  a  new  one  that  al- 
pwed  use  of  a  "suspended  eligibility  status"  that  resulted  in  protec- 
lon  of  the  disability  status  of  disabled  persons  who  attempt  to 
/ork.  v 

The  1986  law  also  made  Section  1619  permanent.  The  result  has 
een  a  program  that  is  much  more  useful  to  disabled  SSI  recipi- 
nts.  The  congressional  intent  was  to  ensure  ongoing  assistance  to 
tie  severely  disabled  who  are  able  to  do  some  work  but  who  often 
ave  fluctuating  levels  of  income  and  whose  ability  to  work 
nanges  for  health  reasons  or  the  availability  of  special  support 
Brvices. 
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This  is  of  particular  importance  to  elderly  parents  of  adult  men- 
tally retarded  or  mentally  ill  children.  At  issue  is  the  continued 
availability  of  income  assistance,  medical  care,  housing,  and  social 
services  for  their  children.  Such  services  are  often  provided  by  the 
parents  themselves,  both  the  financial  costs  associated  with  these 
services  and  the  day-to-day  care  and  supervision  of  their  adult  dis- 
abled children.  Many  of  these  aging  parents  would  like  to  set  up 
trust  accounts  to  provide  for  the  children's  care  following  their 
death.  However,  the  income  from,  and  resources  of,  such  a  trust 
may  cause  a  child  to  be  ineligible  for  SSI  and  therefore  unable  to 
utilize  the  work  incentive  provisions  of  Section  1619. 

Under  present  law,  an  individual  must  have  1  month  of  regular 
SSI  benefits  before  they  qualify  for  the  work  incentive  provisions 
of  Section  1619.  The  result  is  that  an  individual  who  is  only  receiv- 
ing SSDI,  when  losing  their  disability  status  due  to  work  activity, 
cannot  move  into  the  SSI  Section  1619  program.  The  House  of  Rep- 
resentatives approved  a  provision  in  1989  which  allows  an  SSDI  re- 
cipient who  becomes  ineligible  for  SSDI  as  a  result  of  earnings  to 
participate  in  Section  1619  without  first  being  required  to  receive 
at  least  1  month  of  SSI  benefits.  This  proposal,  which  was  not  en- 
acted in  1993,  will  remain  on  the  agenda  for  1994. 

Congress  and  advocates  for  individuals  with  disabilities  remain 
highly  interested  in  work  incentives,  and  are  impressed  with  the 
progress  of  the  Section  1619  program.  Senator  Riegle  of  Michigan 
intends  to  introduce  a  bill  in  1994  to  improve  the  program.  More 
refinements,  and  possibly  more  broad-based  expansions  of  the  pro- 
gram, can  be  expected  in  the  future. 

9.  Substance  Abusers  Receiving  SSI  Benefits 

In  early  1993,  Senator  William  S.  Cohen,  Ranking  Minority 
Member  of  the  Senate  Special  Committee  on  Aging,  initiated  an  in- 
vestigation of  abuses  in  the  payment  of  SSI  benefits  to  drug  addicts 
and  alcoholics.  The  investigation  was  begun  in  response  to  disturb- 
ing reports  from  many  close  to  the  SSI  program  that  there  has 
been  widespread  abuse  of  the  SSI  program,  and  that  these  benefits 
are  being  used  directly  to  fuel  drug  and  alcohol  abuse. 

Under  both  the  SSI  and  SSDI  programs,  drug  addiction  and  alco- 
holism can  constitute  an  impairment  qualifying  an  individual  for 
Social  Security  benefits.  The  SSA's  listings  of  mental  impairments 
includes  substance  abuse  disorders.  Both  the  SSA  and  the  courts 
have  established  that  substance  addiction  disorder  can  be  consid- 
ered a  medically  determinable  impairment  that  can  meet  the  defi- 
nition of  disability. 

Congress  imposed  two  conditions  on  the  payment  of  SSI  benefits 
to  drug  addicts  and  alcoholics.  First,  in  order  to  prevent  cash  pay- 
ments from  being  used  to  buy  more  drugs  and  alcohol,  Congress  re- 
quired that  all  SSI  payments  to  drug  addicts  or  alcoholics  be  paid 
to  a  representative  payee.  A  representative  payee  can  be  a  friend, 
relative,  social  service  agency,  or  anyone  selected  by  the  SSA  to  re- 
ceive the  recipient's  check  on  his  or  her  behalf. 

Second,  Congress  required  that  drug  addicts  and  alcoholics  must, 
as  a  condition  of  receiving  SSI  benefits,  participate  in  a  substance 
abuse  treatment  program  approved  by  the  SSA.  SSA  was  given  the 
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responsibility  to  refer  individuals  for  treatment  and  monitor  their 
continued  participation  in  treatment  programs. 

Senator  Cohen's  investigation  concluded  that  these  statutory  pro- 
tections that  were  originally  put  in  place  to  guard  against  the 
abuse  of  SSI  benefits  have  been  ineffective  and  that  the  SSA  has 
been  extremely  lax  in  enforcing  against  abuse.  Specifically,  the  in- 
vestigation concluded  that: 

The  policy  of  providing  cash  assistance  to  drug  abusers  and 
alcoholics  invites  abuse  and  rewards  addiction.  The  investiga- 
tion found  that  many  drug  addicts  and  alcoholics  are  using  SSI 
benefits  to  buy  more  drugs  and  alcohol,  and  are  failing  to  com- 
ply with  treatment  requirements; 

Large  lump  sum  SSI  benefits  paid  directly  to  drug  addicts 
and  alcoholics  are  often  used  immediately  to  fuel  further  addic- 
tion, at  times  resulting  in  life-threatening  or  even  fatal  con- 
sequences for  the  recipients; 

The  current  representative  payee  system  is  not  adequately 
protecting  SSI  benefits.  In  many  cases,  a  friend  or  relative  who 
acts  as  the  representative  payee  of  the  addict  or  alcoholic  is 
pressured  into  handing  the  benefits  over  to  the  addict — or  is  a 
fellow  addict  or  alcoholic;  and 

SSA  has  been  lax  in  enforcing  treatment  requirements  as  a 
condition  of  receiving  SSI  benefits  on  the  basis  of  addiction  or 
alcoholism.  Senator  Cohen's  investigation  found  that  the  SSA 
has  been  very  lax  in  establishing  referral  and  monitoring  agen- 
cies in  States  to  oversee  the  treatment  requirements  of  the  pro- 
gram. Despite  the  statutory  requirement  that  SSA  refer  and 
monitor  addicts  and  alcoholics  for  treatment,  as  of  January 
1994,  the  SSA  has  approved  monitoring  agencies  for  only  18 
States. 
In  order  to  curb  these  abuses  in  the  SSI  program,  Senator  Cohen 
proposed  legislation,  S.  1863,  the  Social  Security  Disability  Reform 
and  Rehabilitation  Act  of  1994.  This  legislation  requires  that  all  in- 
dividuals receiving  SSI  or  SSDI  benefits  on  the  basis  of  substance 
abuse  or  alcoholism  receive  treatment;  that  all  SSI  and  SSDI  bene- 
fits, including  lump-sum  benefits,  paid  to  such  individuals  be  made 
to  institutions  or  organizations  acting  as  representative  payees; 
and  that  the  SSA  must  establish  a  referral  and  monitoring  pro- 
gram for  each  State  for  drug  addicts  and  alcoholics  receiving  SSI 
within   1  year  from  the  date  of  enactment.  The  legislation  also 
specifies  that  proceeds  from  criminal  activity  which  are  used  to 
support  substance  abuse  constitutes  "substantial  gainful  activity," 
thus  making  an  individual  ineligible  for  SSI  benefits. 

In  addition  to  these  reforms,  S.  1863  places  a  cumulative  limit 
of  3  years  on  SSI  benefits  paid  to  drug  addicts  and  alcoholics  if 
there  is  no  other  basis  for  disability. 

Early  in  1994,  Senator  Cohen  added  provisions  of  S.  1863  as  an 
amendment  to  S.  1560,  a  bill  making  the  SSA  an  independent 
agency.  The  Senate  adopted  this  amendment  and  the  House  Ways 
and  Means  is  considering  similar  proposals  to  reform  the  SSI  pro- 
gram with  respect  to  the  payment  of  benefits  to  drug  addicts  and 
alcoholics. 
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C.  PROGNOSIS 

Over  the  last  several  years,  in  recognition  of  SSI's  role  as  the 
major  element  in  the  Nation's  safety  net  for  poor  elderly  and  dis- 
abled individuals,  the  Congress  has  exempted  the  program  from 
budget  cuts.  Nevertheless,  the  two  major  pieces  of  legislation  in 
1993,  the  fee  for  administering  State  supplements  and  the  limita- 
tion on  eligibility  for  certain  immigrants,  were  both  designed  to 
achieve  savings  that  were  needed  for  deficit  reduction  and  to  pay 
for  other  programs.  In  the  immediate  future,  Congress  is  more  like- 
ly to  continue  looking  to  SSI  as  a  source  of  savings  than  additional 
costs.  With  considerable  public  pressure  in  favor  of  reining  in  enti- 
tlements, no  major  benefit  expansions  are  likely  in  1994. 

As  a  result  of  such  budget  constraints,  the  SSI  eligibility  criteria 
have  lost  ground  to  the  effects  of  inflation.  At  the  same  time,  pro- 
gram benefits  continue  to  lag  behind  the  amount  needed  to  pull  re- 
cipients out  of  poverty.  In  1993,  budgetary  pressures  continued  to 
preclude  congressional  efforts  to  correct  these  program  deficiencies. 

In  this  context,  the  most  important  development  in  many  yeas  in 
the  SSI  program  was  the  establishment  and  report  of  the  SSI  Mod- 
ernization ft-oject.  Although  the  experts'  report  issued  in  1992  was 
not  unanimous  on  all  counts,  there  was  substantial  agreement  by 
a  majority  of  panelists  to  make  major  improvements  in  the  pro- 
gram. Nevertheless,  these  were  reported  and  received  with  little 
fanfare  in  1992,  and  hearings  that  were  held  in  1993  attracted  lit- 
tle attention  or  enthusiasm.  Nevertheless,  despite  an  expectation 
that  the  Clinton  Administration  will  show  a  greater  concern  for 
this  population,  it  must  operate  under  a  legacy  of  debt  and  deficit 
spending  it  inherited.  Funding  program  improvements  will  remain 
highly  difficult,  and  will  pit  SSI  in  competition  with  other  urgent 
national  needs. 

To  the  extent  that  additional  Federal  resources  are  directed  to- 
ward expanding  SSI,  they  likely  will  be  achieved  on  a  basis  that 
is  incremental  rather  than  sweeping.  Some  of  the  less-costly  rec- 
ommendations of  the  SSI  Modernization  Panel  stand  a  better 
chance  of  being  adopted  by  the  new  Administration  or  approved  by 
Congress. 

Congressional  oversight  of  SSA  is  likely  to  ensure  that  adminis- 
trative problems  do  not  undermine  the  SSI  program.  Primarily, 
oversight  will  focus  on  backlogs  in  the  disability  determination  and 
adjudication  programs,  and  ensuring  that  SSI  recipients  and  others 
can  get  accurate  and  timely  answers  to  questions  over  the  Agency's 
telephone  systems.  In  that  regard,  one  of  the  greatest  challenges 
for  1994  will  be  ensuring  proper  use  of  resources  provided  in  appro- 
priations for  SSA's  administrative  expenses. 


Chapter  6 


FOOD  STAMPS 

OVERVIEW 

During  the  1980's,  Congress  enacted  laws  that  both  restricted 
and  liberalized  the  Food  Stamp  Program.  In  1981  and  1982,  eligi- 
bility was  greatly  limited  and  benefit  increases  were  delayed  or 
eliminated.  Later,  following  passage  of  the  1985  Farm  Bill  and  the 
1988  Hunger  Prevention  Act,  many  of  the  major  restrictions  en- 
acted in  the  early  1980's  were  removed  and  new  provisions  liberal- 
izing the  program  were  added.  Today's  Food  Stamp  Program  looks 
much  like  that  in  place  at  the  beginning  of  the  decade. 

In  1993,  the  first  substantial  amendments  to  the  Food  Stamp  Act 
since  1988  were  enacted  as  part  of  the  1993  Omnibus  Budget  Rec- 
onciliation Act  (OBRA  93)  (P.L.  103-66).  The  food  stamp  revisions, 
titled  the  Mickey  Leland  Childhood  Hunger  Relief  Act,  increase 
benefits  and  ease  eligibility  by  increasing  and  then  removing  the 
limit  on  special  benefit  adjustments  for  households  with  very  high 
shelter  costs;  ending  a  practice  of  reducing  benefits  when  there  are 
short  "procedural"  breaks  in  enrollment;  disregarding  child  support 
payments  as  income  to  the  payor;  increasing  the  degree  to  which 
vehicles  are  disregarded  as  assets  in  judging  eligibility;  and  boost- 
ing Puerto  Rico's  nutrition  assistance  block  grant.  The  Mickey  Le- 
land Act  also  lowers  the  Federal  share  of  some  State  administra- 
tive costs,  reduces  "quality  control"  fiscal  penalties  on  States  with 
high  rates  of  erroneous  benefit  and  eligibility  decisions,  and  liberal- 
izes the  appeals  process  for  these  penalties.  Finally,  it  expands 
support  for  employment  and  training  programs  for  recipients,  adds 
a  new  method  of  collecting  claims  against  recipients,  and  increases 
penalties  for  trafficking  in  food  stamps. 

In  1994,  it  is  unlikely  that  there  will  be  major  food  stamp  legisla- 
tion. However,  Congress  may  take  action  in  three  areas.  Provisions 
of  law  requiring  that  States  "stagger"  issuance  of  food  stamps  on 
Indian  reservations  through  the  month  and  barring  States  from  re- 
quiring monthly  reporting  on  family  circumstances  for  Indian-res- 
ervation households  have  been  suspended  until  March  15,  1994. 
Legislation  dealing  with  whether  to  allow  these  provisions  to  go 
into  effect  in  a  modified  form  is  scheduled  to  be  taken  up  early  in 
1994.  A  bill  (H.R.  3436)  changing  the  rules  governing  what  types 
of  food  concerns  can  be  approved  to  accept  food  stamps  has  passed 
the  House  and  will  be  taken  up  by  the  Senate  in  early  1994.  The 
Federal  Reserve  Board  has  issued  proposed  rules  extending  certain 
protections  to  those  who  receive  their  food  stamp  benefits  in  the 
form  of  "electronic  benefit  transfers"  (as  opposed  to  coupons),  and, 
depending  on  the  form  the  final  rules  take,  Congress  may  take 
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steps  to  change  the  law  governing  electronic  benefit  transfer  of  food 
stamp  benefits  (and,  possibly,  other  welfare  benefits). 

A.  BACKGROUND 

The  Food  Stamp  Program  works  to  alleviate  malnutrition  and 
hunger  among  low-income  persons  by  increasing  their  food  pur- 
chasing power.  State  welfare  agencies,  following  Federal  regula- 
tions established  by  the  U.S.  Department  of  Agriculture  (USD A), 
issue  food  coupons  that  eligible  households  may  use  in  combination 
with  other  income  to  purchase  a  more  nutritious  diet  than  would 
otherwise  be  possible. 

In  1993,  an  average  of  27  million  low-income  persons  partici- 
pated in  the  program,  with  an  average  monthly  benefit  of  $68  per 
person.  In  addition,  about  1.5  million  people  a  month  were  enrolled 
in  Puerto  Rico  under  its  Nutrition  Assistance  Program  (NAP),  a 
block  grant  authorized  under  the  Food  Stamp  Act  that  has  replaced 
the  Food  Stamp  Program  in  the  Commonwealth.  Food  stamps  are 
available  to  households  meeting  certain  federally  established  in- 
come and  asset  tests,  or  who  already  receive  Aid  to  Families  with 
Dependent  Children  (AFDC),  Supplemental  Security  Income  (SSI), 
or  State/local  general  assistance.  It  is  estimated  that  a  minimum 
of  35  million  persons  in  the  United  States  may  actually  be  eligible 
to  receive  food  stamps.  Over  the  past  decade,  average  monthly  par- 
ticipation has  ranged  from  a  low  of  18.6  million  people  in  fiscal 
year  1988  to  an  all-time  high  in  1993. 

The  origins  of  the  Food  Stamp  Program  can  be  traced  to  an 
eight-county,  experimental  antihunger  project  established  by  Exec- 
utive Order  in  1961.  A  national  expansion  of  the  project  concept 
followed  passage  of  the  Food  Stamp  Act  of  1964.  After  1964,  all 
States  were  given  the  option  to  offer  a  coupon  distribution  program 
in  lieu  of  their  existing  commodity  donation  projects.  By  1975,  the 
program  was  available  nationwide.  In  1977,  Congress  enacted  the 
Food  Stamp  Act  of  1977,  fundamentally  revising  the  program's  ben- 
efit structure,  eligibility  criteria,  and  administrative  scheme.  Since 
then,  Congress  has  enacted  amendments  intended  to  improve  the 
Food  Stamp  Program  and  strengthen  its  integrity. 

Eligible  applicants  receive  monthly  food  stamp  allotments  to  buy 
food  through  standard  market  channels,  usually  authorized  grocery 
stores.  These  stores  then  forward  them  to  the  commercial  banks  for 
cash  or  credit.  The  stamps  flow  through  the  banking  system  to  the 
Federal  Reserve  Bank  where  they  are  redeemed  out  of  a  special  ac- 
count maintained  by  the  U.S.  Treasury  Department.  In  a  few  pilot 
projects,  benefits  are  issued  in  cash  rather  than  coupons.  The  Food 
Stamp  Program  serves  as  an  income  security  program  by 
supplementing  family  income.  It  also  contributes  to  farm  and  retail 
food  sales  and  helps  reduce  surplus  commodity  stocks  by  encourag- 
ing increased  food  purchases. 

Recent  studies  confirm  the  correlation  between  nutritional  status 
and  health,  especially  for  the  young  and  the  old,  underscoring  the 
true  significance  of  the  Food  Stamp  Program.  The  program  recog- 
nizes that  elderly  people  with  high  medical  bills  may  have  total  in- 
comes higher  than  the  poverty  level,  but  less  money  actually  avail- 
able for  food  than  others  with  lower  incomes  and  no  medical  bills. 
To  address  these  and  other  unique  circumstances  of  the  elderly,  the 
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program  provides  for  more  liberal  treatment  of  shelter  costs,  medi- 
cal expenses,  and  assets.  For  the  13  percent  of  elders  who  take  the 
medical  deduction  for  the  elderly,  the  average  deduction  is  nearly 
$100  per  month,  providing  an  increase  in  benefits  of  about  $30  per 
month. 

Although  17  percent  of  food  stamp  households  have  at  least  one 
elderly  member  (age  60  or  older),  they  make  up  only  9  percent  of 
food  stamp  recipients  and  receive  6  percent  of  mod  stamp  benefits 
because  elderly  households  are  typically  smaller  (an  average  of  1.5 
persons)  and  have  relatively  higher  incomes  than  recipient  house- 
holds of  the  same  size.  Ninety  percent  of  all  elderly  participants 
live  alone  or  with  one  other  person,  usually  elderly  as  well.  Seventy 
percent  live  alone,  of  which  80  percent  are  single  elderly  females. 
Almost  10  percent  of  elderly  households  also  include  children. 
Eighty-seven  percent  of  elderly  recipients  have  liquid  assets  of 
$500  or  less,  with  an  average  of  $184  per  household.  Elderly  food 
stamp  recipients  (age  60  or  over)  tend  to  depend  on  Social  Security 
and  SSI.  Some  60  percent  of  food  stamp  households  with  elderly 
members  receive  SSI,  70  percent  get  Social  Security  payments,  and 
40  percent  benefit  from  both. 

The  Federal  Government  pays  100  percent  of  all  food  stamp  ben- 
efits and  50  percent  of  most  State  and  local  administrative  costs. 
The  Food  and  Nutrition  Service  of  the  Department  of  Agriculture 
is  responsible  for  administering  and  supervising  the  Food  Stamp 
Program  and  for  developing  program  policies  and  regulations.  At 
State  and  local  levels,  the  Food  Stamp  Program  is  administered  by 
State  welfare  departments. 

Elderly  persons  who  are  applicants  for  or  recipients  of  SSI  bene- 
fits frequently  qualify  for  special  assistance  with  food  stamp  appli- 
cations. Under  the  terms  of  the  1977  Food  Stamp  Act  as  amended, 
Social  Security  offices  are  required  by  law  to  provide  this  type  of 
assistance  to  SSI  applicants  and  recipients.  It  has  been  alleged,  by 
some  advocates  for  the  elderly,  that  SSA  has  not  consistently  met 
this  legal  mandate.  A  GAO  study  requested  by  Chairman  Pryor 
and  released  in  1992  confirmed  that  SSA  has  not  met  the  respon- 
sibilities assigned  to  the  agency  under  the  Food  Stamp  Act,  and 
further  recommended  the  development  of  a  plan  for  the  coordinated 
delivery  of  food  stamp  application  assistance  by  Department  of 
Health  and  Human  Services  (HHS)  and  the  Department  of  Agri- 
culture. 

State  and  local  welfare  offices  are  also  required  to  establish  and 
implement  special  procedures  for  those  who  have  difficulty  apply- 
ing for  food  stamps  at  the  welfare  offices  and  for  those  with  ex- 
tremely low  incomes  who  need  food  stamps  quickly,  e.g.,  out-of- 
office  application  procedures,  permission  to  use  "authorized  rep- 
resentatives" to  apply  for  and  use  food  stamps,  and  "expedited 
service"  for  those  in  extreme  need.  Benefits  must  be  provided  to  eli- 
gible households  within  30  days  of  application,  or  within  5  days  for 
those  in  extreme  need. 

Uniform  national  household  eligibility  standards  for  program 
participation  are  established  by  the  Secretary  of  Agriculture.  All 
households  must  meet  a  liquid  assets  test  and,  except  for  those 
with  an  elderly  or  disabled  member,  a  two-tiered  income  test  to  be 
eligible  for  benefits.  Recipients  of  two  primary  Federal-State  cat- 
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egorical  cash  welfare  programs — AFDC  and  SSI — are  automatically 
eligible  for  food  stamps,  although  in  California  increased  SSI  bene- 
fits replace  food  stamp  assistance.  An  eligible  household's  monthly 
gross  income  must  not  exceed  130  percent  of  the  income  poverty 
levels  set  annually  by  the  Office  of  Management  and  Budget 
(OMB),  and  its  monthly  income  (after  deducting  amounts  for  such 
things  as  medical  and  dependent  care,  shelter,  utilities,  and  work- 
related  expenses)  must  be  equal  to  or  less  than  100  percent  of  the 
OMB  poverty  level.  Only  the  second  test,  monthly  income  after  de- 
ductions, is  applied  to  households  with  elderly  or  disabled  mem- 
bers. 

To  be  eligible,  a  household  cannot  have  liquid  assets  exceeding 
$2,000,  or  $3,000,  if  the  household  has  an  elderly  member.  The 
value  of  a  residence,  personal  property  and  household  belongings, 
business  assets,  burial  plots,  a  portion  of  the  value  of  a  vehicle,  and 
certain  other  resources  are  excluded  from  the  liquid  assets  limit. 

Certain  able-bodied  household  members  (older  than  16-18  years 
of  age,  depending  upon  their  school  and  family  status,  and  younger 
than  60  years)  who  are  not  working  must  register  for  employment 
and  accept  a  suitable  job,  if  offered  one,  to  maintain  eligibility. 
States  are  required  to  operate  Employment  and  Training  (E&T) 
programs  under  which  adults  who  are  registered  for  work  and  not 
subject  to  certain  exemptions  must  fulfill  State  work  program  re- 
quirements. These  may  include  workfare  obligations,  supervised  job 
search  requirements,  participation  in  a  training  program,  or  other 
employment  or  training  activities  designed  by  the  State. 

Applicant  households  certified  as  eligible  are  entitled  to  a  month- 
ly benefit  amount  calculated  from  their  income  and  size.  A  food 
stamp  household  is  expected  to  contribute  30  percent  of  its  monthly 
cash  income  after  expense  deductions  (or  about  15-20  percent  of  its 
gross  income)  of  food  purchases.  Food  Stamp  benefits  then  make  up 
the  difference  between  that  expected  contribution  and  the  amount 
needed  to  buy  a  low-cost,  adequate  diet;  this  amount  is  the  maxi- 
mum monthly  benefit  and  is  equal  to  the  cost  of  USDA's  "Thrifty 
Food  Plan,"  adjusted  for  household  size  and  inflation  and  increased 
by  a  special  3-percent  "add  on."  In  fiscal  year  1994,  the  maximum 
food  stamp  benefit  is  $112  a  month  for  a  one-person  household  and 
$206  for  a  two-person  household.  Average  monthly  benefits  in  1993 
were  $68  per  person  and  about  $50  among  elderly  recipients.  How- 
ever, about  one-quarter  of  elderly  households  receive  only  the  mini- 
mum $10  a  month  benefit. 

B.  ISSUES 

In  1994,  Congress  is  not  expected  to  take  significant  action  on 
food  stamp  legislation  because  of  enactment  of  the  1993  Mickey  Le- 
land  Act  (see  later  discussion),  which  substantially  increased  bene- 
fits and  eased  eligibility  standards.  Significant  issues  will  likely  be 
limited  to  (1)  rules  governing  food  stamps  for  Indians  on  reserva- 
tions, (2)  rules  for  approving  retail  food  concerns  for  participation 
in  the  program,  and  (3)  implementation  of  "electronic  benefit  trans- 
fer" systems  that  replace  food  stamp  coupons  in  the  delivery  of  ben- 
efits. 
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1.  Studies  Documenting  Prevalence  of  Hunger  in  America 

Hunger  in  America  captured  congressional  attention  soon  after  a 
visit  to  the  rural  South  in  April  1967  by  members  of  the  Senate 
Subcommittee  on  Employment,  Manpower  and  Poverty.  The  sub- 
committee held  hearings  on  the  effectiveness  of  the  so-called  "war 
on  poverty"  and  was  told  of  widespread  hunger  and  poverty.  Later 
that  year,  a  team  of  physicians  found  severe  nutritional  problems 
in  various  areas  of  the  country.  These  and  other  reports  of  hunger 
and  malnutrition  in  America  led  to  an  expansion  of  Federal  food 
assistance  programs.  In  1977,  physicians  returned  to  evaluate 
progress  made  in  combating  hunger  in  these  same  communities 
and  found  dramatic  improvements  in  the  nutritional  status  of  their 
residents.  These  gains  were  attributed  to  the  expansion  of  Federal 
food  programs  in  the  1970's. 

Throughout  the  1980's,  considerable  attention  was  focused  on  the 
re-emergence  of  widespread  hunger  in  the  United  States.  Since 

1981,  at  least  32  national  and  43  States  and  local  studies  on  hun- 
ger have  been  published  by  a  variety  of  government  agencies,  uni- 
versities, and  religious  and  policy  organizations.  They  all  suggest 
that  hunger  in  America  is  widespread  and  entrenched,  despite  na- 
tional economic  growth. 

In  1981,  news  accounts  of  bread  lines  and  crowded  soup  kitchens 
began  to  appear  in  papers  in  various  cities  around  the  country.  In 

1982,  the  U.S.  Conference  of  Mayors  reported  that  in  most  cities 
surveyed,  the  need  for  food  represented  a  true  emergency.  In  1983, 
the  Conference  issued  a  report  which  detailed  a  significant  increase 
in  requests  for  emergency  food  assistance,  citing  unemployment  as 
a  primary  cause. 

Closely  following  that  report,  the  GAO  found  significant  in- 
creases in  the  number  of  persons  seeking  food  assistance  during 
the  early  1980's,  including  substantial  numbers  of  persons  who  had 
recently  been  financially  stable.  In  1983,  Senator  Edward  Kennedy 
issued  to  the  Senate  Committee  on  Labor  and  Human  Resources  a 
report  based  on  a  field  investigation  undertaken  the  week  before 
Thanksgiving,  1983.  Senator  Kennedy  found  that  hunger  was  on 
the  rise  in  America  and  indicated  that  Congress  should  act  to  im- 
prove assistance  to  the  hungry. 

The  Center  on  Budget  and  Policy  Priorities  surveyed  private  non- 
profit agencies  which  operate  emergency  food  programs  across  the 
Nation  and  reported  in  1983  that  more  than  half  of  the  181  pro- 
grams surveyed  increased  the  number  of  free  meals  or  food  baskets 
they  provided  by  50  percent  or  more  from  1982  to  1983.  Nearly 
one-third  of  the  programs  also  doubled  in  size  over  that  time. 

Later  that  year,  President  Reagan  appointed  a  commission  to  in- 
vestigate allegations  of  rampant  hunger  in  the  United  States.  At 
the  end  of  1984,  the  President's  Task  Force  of  Food  Assistance  con- 
cluded that  there  was  little  evidence  of  widespread  hunger  in  the 
United  States  and  that  reductions  in  Federal  spending  for  food  as- 
sistance had  not  injured  the  poor.  Several  modest  recommendations 
to  make  the  Food  Stamp  Program  more  accessible  to  the  hungry 
were  outlined  in  the  report,  including: 
(1)  Raising  asset  limits; 
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(2)  Increasing  the  food  stamp  benefit  to  100  percent  of  the 
Thrifty  Food  Plan; 

(3)  Categorical  eligibility  for  AFDC  and  SSI  households; 

(4)  Targeted  benefit  increases  to  beneficiaries  with  high  med- 
ical or  shelter  expenses  (particularly  the  elderly  and  disabled); 
and 

(5)  Modification  of  the  permanent  residence  requirement  so 
benefits  would  be  made  available  to  the  homeless. 

These  liberalizations,  however,  were  offset  by  cost-reduction 
measures  which  included  increasing  the  State  responsibility  for  er- 
roneous payments  and  an  optional  State  block  grant  for  food  assist- 
ance. 

The  Food  Research  and  Action  Center  (FRAC)  also  surveyed  na- 
tionally the  use  of  emergency  food  programs  during  the  early 
1980's.  In  1983,  FRAC  found  that  food  stamp  recipients  were  the 
majority  users  of  emergency  food  programs,  mostly  because  they 
ran  out  of  stamps  by  the  second  or  third  week  of  the  month.  It  was 
reported  that  those  who  did  not  receive  food  stamps  either  did  not 
know  they  were  eligible,  had  applied  and  been  turned  down,  or  did 
not  know  how  or  where  to  apply.  FRAC  also  reported  that  between 

1983  and  1984,  there  was  an  average  monthly  increase  of  20.4  per- 
cent of  the  number  of  households  served  nationally  by  emergency 
food  providers  and  a  17  percent  per  month  increase  between  1984 
and  1985.  As  a  result  of  budget  cuts  and  changes  in  the  law,  FRAC 
concluded  that  the  Food  Stamp  Program  was  neither  assisting  the 
eligible  poor  in  an  adequate  fashion  nor  reaching  the  population 
most  at  risk  of  hunger. 

The  Harvard  School  of  Public  Health,  after  15  months  of  re- 
search into  the  problem  of  hunger  in  New  England,  concluded  in 

1984  that: 

(1)  Substantial  hunger  exists  in  every  State  in  the  region; 

(2)  Hunger  is  far  more  widespread  than  generally  has  been 
realized;  and 

(3)  Hunger  in  the  region  had  been  growing  at  a  steady  pace 
for  at  least  3  years  and  was  not  diminishing. 

The  researchers  found  that  greater  numbers  of  elderly  persons 
were  using  emergency  food  programs  and  that  many  were  suffering 
quietly  in  the  privacy  of  their  homes.  The  staff  also  expressed  con- 
cern over  what  had  been  noted  in  medical  clinical  practice:  Increas- 
ing numbers  of  malnourished  children  and  greater  hunger  among 
their  patients,  including  the  elderly.  The  staff  also  cited  the  impact 
of  malnutrition  on  health  and  stated  that  children  and  elderly  peo- 
ple are  likely  to  suffer  the  greatest  harm  when  food  is  inadequate. 

A  study  released  in  1986  by  Public  Voice  for  Food  and  Health 
Policy  found  that  the  rural  poor  were  less  likely  to  consume  ade- 
quate nutrients  than  were  the  nonpoor  and  that  rural  poor  children 
experienced  stunted  growth  at  an  alarming  rate.  Low  birth  weights 
and  high  infant  mortality  rates  were  found  to  be  significantly  high- 
er in  poor  rural  counties  than  in  the  rest  of  the  Nation.  Also,  while 
many  poor  elderly  persons  live  in  rural  areas,  only  31  percent  of 
these  households  receive  food  stamp  benefits.  The  study  also  con- 
cluded that  the  rural  poor  were  significantly  less  likely  to  partici- 
pate in  any  public  assistance  programs. 
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The  Physicians'  Task  Force  on  Hunger  in  America,  established  in 
1984,  has  issued  periodic  reports  on  the  nature  and  scope  of  the 
hunger  problem,  including  regional  and  group  variations.  Through 
the  Harvard  School  of  Public  Health,  it  also  has  assessed  the 
health  effects  of  hunger  and  made  recommendations  to  remedy  the 
problem.  The  group's  1984  report  concluded  (1)  that  hunger  was 
reaching  epidemic  proportions  across  the  Nation,  (2)  that  hunger 
was  worsening,  and  (3)  that  increasing  hunger  could  be  attributed 
to  Federal  policies.  The  report  estimated  that  up  to  20  million 
Americans  were  hungry  at  least  some  period  of  time  each  month. 

In  1986,  the  Task  Force  identified  150  "hunger  counties"  in  the 
United  States  with  high  poverty  levels  and  low  food  stamp  partici- 
pation. A  high  concentration  of  "hunger  counties"  was  identified  in 
the  Midwest  and  North  Central  States.  The  report  concluded  that 
the  level  of  participation  in  the  Food  Stamp  Program  appeared  to 
be  most  closely  related  to  a  county's  efforts  to  enroll  the  poor  in  the 
Program  rather  than  the  county's  poverty  rate. 

Later  that  year,  the  Task  Force  issued  another  report  examining 
barriers  to  participation  in  the  Food  Stamp  Program  to  determine 
why  food  stamp  coverage  was  declining  when  hunger  was  increas- 
ing. It  concluded  that,  while  poverty  had  increased  between  1980 
and  1985,  food  stamp  participation  by  those  eligible  had  decreased 
because  of  conscious  Federal  policy  changes  that  resulted  in  bar- 
riers to  food  stamp  participation,  keeping  State  and  local  food 
stamp  programs  from  reaching  more  needy  people.  Many  rec- 
ommendations were  made  to  provide  outreach,  increase  access,  and 
liberalize  the  program. 

In  1987,  the  Physicians'  Task  Force  on  Hunger  issued  a  report 
which  noted  that,  despite  5  years  of  economic  growth,  hunger  in 
America  had  not  been  reduced  significantly.  The  report  found  that 
more  people  were  living  in  poverty — many  of  whom  were  the  work- 
ing poor  and  the  long-term  unemployed.  The  Task  Force  cited  a 
strong  downward  pressure  on  wages,  with  the  share  of  after-tax 
household  income  dropping  for  every  income  category  since  1980 
except  the  highest  20  percent.  Furthermore,  new  persons  were  en- 
tering the  hunger  ranks,  including  former  oil  workers  in  the  South, 
farm  families  in  the  Midwest,  service  workers  of  California,  and 
miners  and  steelworkers  in  the  East  and  Midwest.  The  report  also 
noted  the  several  factors  that  may  contribute  to  increased  hunger: 
(1)  25  percent  of  the  population  lived  at  the  poverty  level  at  some 
time  during  the  year,  (2)  the  income  gap  between  rich  and  poor 
families  had  reached  its  widest  point  in  four  decades,  and  (3)  gov- 
ernment programs  designed  to  assist  the  poor  had  less  impact  in 
the  mid-1980's  than  in  1979. 

In  1990,  preliminary  results  of  the  Community  Childhood  Hun- 
ger Identification  Project  (CCHIP),  a  major  ongoing  scientific  study 
of  hunger  among  families  with  children,  became  available.  Four 
CCHIP  sites  reported  disturbing  statistics  regarding  the  prevalence 
of  hunger  among  low-income  families  (ranging  from  29  percent  in 
Pontiac,  MI,  to  42  percent  in  Seattle,  WA)  and  the  number  of  poor 
families  at  risk  of  hunger  (ranging  from  67  percent  in  Pontiac  to 
80  percent  in  Hennepin  County,  MN). 

Also  in  1990,  the  U.S.  Conference  of  Mayors  released  a  30-city 
survey  of  hunger  and  homelessness  in  urban  areas.  Local  officials 
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reported  a  22-percent  average  increase  in  requests  for  food  assist- 
ance. The  vast  majority  of  surveyed  cities  were  forced  to  turn  away 
needy  persons  due  to  inadequate  resources.  When  asked  to  identify 
the  principal  causes  of  hunger,  city  officials  most  frequently  cited 
employment-related  problems  which  reduced  household  income  and 
food  purchasing  power. 

A  study  published  in  1993  by  the  Urban  Institute  provided  the 
first  comprehensive  data  on  the  level  of  food  insecurity  among  the 
low-income  elderly.  Food  insecurity  is  characterized  by  the  unavail- 
ability, unaffbrdability,  or  inaccessibility  of  an  adequate  diet.  The 
study  found  that  while  three  Federal  programs  provide  food  assist- 
ance to  elderly  Americans  (food  stamps,  home-delivered  meals,  and 
congregate  meals),  most  elderly  persons  who  reported  food  insecu- 
rity did  not  use  these  programs.  Almost  9  of  10  low-income  elderly 
persons  did  not  receive  food  stamps;  9  of  10  seniors  with  a  func- 
tional limitation  who  had  experienced  food  insecurity  in  the  past  6 
months  did  not  receive  home-delivered  meals;  and  two  of  three  el- 
derly with  three  or  more  indicators  of  food  insecurity  did  not  use 
the  congregate  meals  program. 

(A)  STUDIES  FOCUSING  SPECIFICALLY  ON  HUNGER  AMONG  THE 

ELDERLY 

According  to  medical  experts  on  aginfe,  malnutrition  may  account 
for  substantially  more  illness  among  elderly  Americans  than  has 
been  assumed.  The  concern  about  malnutrition  is  rising  fast  as  the 
numbers  of  elderly  grow  and  as  surveys  reveal  how  poorly  millions 
of  them  eat.  The  New  York  Times  reported  in  1985  that  scientists 
estimate  that  from  15  to  50  percent  of  Americans  over  the  age  of 
65  consume  fewer  calories,  proteins,  essential  vitamins,  and  min- 
erals than  are  required  for  good  health.  According  to  the  article, 
gerontologists  are  becoming  alarmed  by  evidence  that 
malnourishment  may  cause  much  of  the  physiological  decline  in  re- 
sistance to  disease  seen  in  elderly  patients — a  weakening  in 
immunological  defenses  that  commonly  has  been  blamed  on  the 
aging  process.  Experts  say  that  many  elderly  fall  into  a  spiral  of 
undereating,  illness,  physical  inactivity,  and  depression.  Recent 
findings  suggest  that  much  illness  among  the  elderly  could  be  pre- 
vented through  more  aggressive  nutritional  aid.  In  the  view  of 
some  physicians,  immunological  studies  hold  promise  that  many  in- 
dividuals may  lighten  the  disease  burden  of  old  age  by  eating  bet- 
ter. Being  poor  also  greatly  exacerbates  the  effect  of  nutrition  prob- 
lems. Low  participation  in  the  Food  Stamp  Program  leaves  large 
numbers  of  Americans  without  enough  to  eat  and  the  problems 
exist  largely  because  many  people  who  are  eligible  for  food  stamps 
are  not  receiving  them. 

A  1987  National  Survey  of  Nutritional  Risk  Among  the  Elderly 
by  the  Food  Research  and  Action  Center  found  that  18  percent  of 
the  low-income  elderly  who  responded  said  they  did  not  have 
enough  money  to  buy  the  food  they  needed,  35  percent  usually  ate 
less  than  three  meals  a  day,  and  5.4  percent  were  without  food  for 
more  than  3  days  in  the  last  month.  Yet  about  a  third  of  this  sam- 
ple seldom  or  never  participated  in  congregate  meal  programs  and 
only  about  25  percent  participated  in  the  Food  Stamp  Program. 
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A  1985  report  by  the  GAO,  based  on  research  conducted  by  pri- 
vate organizations,  USDA,  and  the  President's  Task  Force  on  Food 
Assistance  concluded  that  nonparticipation  in  the  Food  Stamp  Pro- 
gram by  many  low-income  households  was  attributed  to  several  fac- 
tors including: 

(1)  Lack  of  awareness  regarding  household  eligibility  for  the 
program; 

(2)  Relatively  low  benefit  payments  may  provide  little  incen- 
tive for  eligible  elderly  to  apply; 

(3)  Administrative  requirements  such  as  complex  application 
forms  and  required  documentation; 

(4)  Physical  access  problems  such  as  transportation  or  the 
physical  condition  of  the  applicant;  and 

(5)  Attitudinal  factors,  including  sensitivity  to  the  social  stig- 
ma associated  with  receiving  food  assistance. 

An  Aging  Committee  study  conducted  in  1982  estimated  that 
only  50  percent  of  the  eligible  elderly  in  the  United  States  partici- 
pate in  the  Food  Stamp  Program.  Participation  was  especially  low 
among  elderly  people  who  live  alone,  and  the  older  people  were,  the 
less  likely  they  were  to  participate.  This  may  have  been  due  to  a 
lack  of  awareness  of  the  household's  eligibility  for  the  program. 
Thirty-three  percent  of  eligible  nonparticipants  believe  they  were 
not  eligible  for  food  stamps  and  another  36  percent  were  not  sure. 

(B)  FOOD  STAMP  PARTICIPATION  STUDIES 

A  November  1988  study  by  the  Congressional  Budget  Office 
again  highlighted  the  low  rates  of  participation  in  the  Food  Stamp 
Program  by  those  eligible  for  food  stamp  assistance.  According  to 
then  current  census  data,  only  41  percent  of  eligible  households 
and  51  percent  of  eligible  individuals  received  food  stamps  in  1984. 
Eligibility  conditions  were,  however,  more  strict  at  that  time.  Par- 
ticipation levels  were  the  highest  for  very-low  income  households 
and  individuals.  Participation  rates  ranged  from  67  to  90  percent 
for  those  who  were  eligible  to  receive  over  $100  in  benefits  per 
month.  Eligible  families  with  children  also  had  higher  participation 
rates,  as  many  also  participated  in  AFDC.  Households  with  elderly 
members  had  lower  participation  rates  of  34  to  44  percent.  The 
lowest  participation  rates  were  for  households  without  children  or 
elderly  members. 

Studies  released  by  GAO,  in  July  and  October  1988,  examined 
and  analyzed  data  regarding  nonparticipation  in  the  Food  Stamp 
Program.  Lack  of  information  about  the  program  and  problems 
with  administrative  barriers  were  cited  as  the  most  common  rea- 
sons for  not  taking  advantage  of  the  program.  GAO  examined 
eight,  all  of  which  found  that  the  likelihood  of  household  participa- 
tion rates  in  the  Food  Stamp  Program  decreases  as  the  age  of  the 
head  of  household  increases,  or  as  the  number  of  the  people  age  65 
or  older  in  the  household  increases.  The  GAO  cited  several  admin- 
istrative procedures  which  discouraged  participation  including:  lim- 
ited office  hours  and  restricted  interviewing  schedules,  require- 
ments that  households  complete  screening  forms  before  filling  out 
food  stamp  applications  or  being  interviewed,  failure  of  some  offices 
to  consider  applicants  for  expedited  benefits,  and  the  lack  of  assist- 
ance in  obtaining  needed  documents  for  applications. 
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In  1989,  USDA's  Food  and  Nutrition  Service  released  two  studies 
examining  Food  Stamp  Program  participation  rates.  USDA  found 
that  participation  rates  were  not  as  low  as  some  earlier  studies  had 
suggested.  Nevertheless,  it  concluded  that  some  vulnerable  popu- 
lations, including  the  elderly,  experience  very  low  participation 
rates.  USDA  findings  included  the  following:  (1)  66  percent  of  eligi- 
ble individuals  and  60  percent  of  eligible  households  participated  in 
the  Food  Stamp  Program  in  1984;  (2)  participating  households  re- 
ceived 80  percent  of  all  benefits  that  would  have  been  paid  if  all 
eligible  households  had  participated;  (3)  74-82  percent  of  eligible 
persons  who  had  income  at  or  below  the  poverty  line  were  partici- 
pating in  the  Food  Stamp  Program;  and  (4)  only  33  percent  of  eligi- 
ble elderly  individuals  participated  in  the  Food  Stamp  Program. 

2.  Past  Enacted  and  Proposed  Responses  to  Hunger  in 

America 

Drawing  on  the  findings  of  these  studies  of  the  1970's  and  1980's, 
a  number  of  recommendations  for  improvement  and  expansion  of 
the  Food  Stamp  Program  were  put  forward  in  Congress,  many  of 
which  were  enacted  into  law  in  1985  and  1988.  In  addition  to 
amendments  that  reversed  cut-backs  made  in  the  early  1980's, 
other  improvements  included  a  3  percent  add-on  to  food  stamp  ben- 
efit levels,  additional  benefits  for  those  with  high  shelter  and  child 
care  expenses,  new  employment  and  training  programs  for  food 
stamp  recipients,  and  restructuring  the  program's  "quality  control" 
system  (where  States  are  subject  to  fiscal  sanctions  when  they  have 
very  high  rates  of  erroneous  benefit  and  eligibility  determinations). 

Major  proposals  to  increase  participation  and  improve  benefits  in 
the  Food  Stamp  Program  were  considered  by  Congress  in  1990, 
1991,  and  1992.  Taken  together  they  were  titled  the  Mickey  Leland 
Childhood  Hunger  Relief  Act  and  would  have  added  between  $4 
and  $7  billion  to  the  cost  of  the  program  over  the  5  years  following 
enactment.  However,  it  was  not  until  a  scaled  down  version  was 
enacted  in  1993  that  a  substantial  number  of  the  Mickey  Leland 
proposals  were  put  into  law. 

C.  CONGRESSIONAL  RESPONSE 

1.  Appropriations 

The  Agriculture  Appropriations  Act  for  fiscal  year  1994  (P.L. 
103-111)  provides  $27  billion  for  food  stamps,  including  a  $2.5  bil- 
lion "reserve"  in  case  of  an  unexpected  increase  in  enrollment;  it 
also  grants  $1.1  billion  to  Puerto  Rico's  nutrition  assistance  pro- 
gram. In  fiscal  year  1993,  Federal  food  stamp  spending  was  $23.7 
billion,  and  Puerto  Rico  was  granted  $1,051  billion. 

2.  1993  Legislation 

As  noted  earlier,  a  package  of  Food  Stamp  Act  amendments, 
commonly  referred  to  as  the  "Mickey  Leland  Act,"  has  been  before 
Congress  since  1990.  In  1993,  the  Administration  proposed  enact- 
ment of  the  Mickey  Leland  Childhood  Hunger  Relief  Act,  closely 
patterned  after  the  earlier  proposals.  As  proposed  and  approved  by 
the  House,  it  would  have  added  $7.1  billion  in  food  stamp  costs 


129 


over  fiscal  years  1994-98.  However,  because  of  funding  constraints, 
the  Mickey  Leland  Act  as  enacted  was  modified  to  cut  costs  back 
to  $2.5  billion  over  fiscal  years  1994-98. 

The  Mickey  Leland  Act,  included  in  OBRA  93  increases  food 
stamp  benefits,  eases  eligibility  for  the  program,  makes  administra- 
tive changes  aimed  at  promoting  program  integrity,  and  revises 
Federal/State  cost-sharing  rules,  as  follows: 

Benefits  to  households  with  excessively  high  shelter  costs  are 
increased  by  increasing  and  then  removing  a  legislatively  es- 
tablished limit  on  the  special  benefit  adjustments  they  re- 
ceived. 

A  rule  that  reduces  benefits  to  households  that  experience 
"procedural"  breaks  in  eligibility  is  ended. 

Amounts  paid  as  legally  obligated  child  support  are  to  be  dis- 
regarded as  income  for  the  person  receiving  the  payments. 

The  dollar  threshold  above  which  the  value  of  a  vehicle  is 
counted  as  an  asset  in  determining  eligibility  is  raised. 

The  number  and  types  of  relatives  living  together  who  may 
apply  for  food  stamps  separately  are  increased,  thereby  in- 
creasing benefits  to  persons  who    double  up." 

Benefits  are  increased  for  those  with  dependent  care  ex- 
penses. 

Puerto  Rico's  nutrition  assistance  block  grant  is  increased. 

Earnings  of  children  who  are  secondary  students  will  be  dis- 
regarded up  to  age  21,  rather  than  18. 

Earned  income  tax  credits  received  as  a  lump  sum  will  not 
be  counted  as  assets  for  1  year  after  receipt. 

Children  who  enter  residential  substance  abuse  programs 
with  their  parent(s)  will  be  eligible  for  food  stamps  along  with 
their  parents. 

Public  assistance  payments  made  to  homeless  persons  and 
families  in  "transitional  housing"  will  be  disregarded  in  deter- 
mining food  stamp  eligibility  and  benefits. 

Most  State  and  local  general  assistance  aid  made  as  "vendor 
payments"  to  third  parties  on  behalf  of  the  recipient  will  be 
disregarded  for  food  stamp  purposes. 

New  penalties  for  trafficking  in  food  stamps  are  added. 

Fiscal  sanctions  on  States  with  high  rates  of  erroneous  eligi- 
bility and  benefit  decisions  are  reduced,  and  the  appeals  proc- 
ess for  those  penalties  is  liberalized. 

The  Federal  share  of  some  State  administrative  expenses  is 
lowered. 

D.  REGULATORY  AND  JUDICIAL  ACTION 

The  only  major  regulatory  action  in  1993  was  the  issuance  of  pro- 
posed regulations  affecting  electronic  benefit  transfer  (EBT)  sys- 
tems, by  the  Federal  Reserve.  Electronic  benefit  transfer  systems 
are  in  place  in  several  pilot  projects,  and  a  number  of  States  are 
preparing  to  implement  EBT  systems.  These  systems  provide  bene- 
fits through  the  use  of  ATM-like  cards  that  are  issued  to  recipients. 
The  cards  are  then  used  in  grocery  stores  linked  to  a  central  com- 
puter, and  recipients'  food  purchases  are  deducted  from  their  food 
stamp  "account"  by  using  a  special  machine  at  the  check-out 
counter.  The  Federal  Reserve's  proposed  regulations  would  extend 
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certain  protections  to  recipients  using  EBT  cards,  most  importantly 
the  rule  that  limits  card-holder  liability  in  cases  of  lost  or  stolen 
cards  to  the  first  $50  (if  a  timely  report  is  made). 

E.  PROGNOSIS 

Given  the  large  ($2.5  billion)  reserve  fund  provided  for  fiscal  year 
1994  and  the  recent  leveling  off  of  program  enrollment,  it  is  un- 
likely that  food  stamp  appropriations  issues  will  come  before  Con- 
gress in  1994.  Because  of  enactment  of  the  Mickey  Leland  Act  in 
1993,  it  also  appears  unlikely  that  Congress  will  take  up  any  major 
substantive  amendments  to  the  Food  Stamp  Act  in  1994.  Any  legis- 
lative action  will  probably  target  rules  governing  food  stamp  bene- 
fits for  Indians  on  reservations  and  the  process  by  which  food  con- 
cerns are  approved  for  program  participation.  Future  regulatory  ac- 
tion may  include  the  promulgation  of  final  regulations  governing 
EBT  systems  by  the  Federal  Reserve  Board. 


Chapter  7 


HEALTH  CARE 

A.  NATIONAL  HEALTH  CARE  EXPENDITURES 
1.  Introduction 

Prior  to  the  mid-1970s,  the  cost  of  health  care  in  the  United 
States  was  not  a  major  issue.  Instead,  the  Nation's  health  policy 
agenda  concentrated  on  the  expansion  of  access  and  the  improve- 
ment of  quality  of  care.  However,  health  care  expenditures  began 
an  upward  spiral  in  the  1970's.  Policymakers  realized  that  control- 
ling these  increases  had  become  a  national  priority,  and  much  more 
attention  was  paid  to  increasing  health  care  expenditures  and  to 
the  adequacy  of  the  return  that  the  Nation  was  getting  for  its  enor- 
mous investment  in  health  care. 

National  health  expenditures  include  public  and  private  spending 
on  health  care,  services  and  supplies  related  to  such  care,  funds 
spent  on  the  construction  of  health  care  facilities,  as  well  as  public 
and  private  noncommercial  research  spending.  The  amount  of  such 
expenditures  is  influenced  by  a  number  of  factors,  including  the 
size  and  composition  of  the  population,  general  price  inflation, 
changes  in  health  care  policy,  and  changes  in  the  behavior  of  both 
health  care  providers  and  consumers.  The  aging  of  the  population 
contributes  significantly  to  the  increase  in  health  care  expendi- 
tures. 

In  1990,  88  percent  of  all  health  care  expenditures,  amounting  to 
$585  billion,  was  used  for  personal  health  care,  or  services  used  to 
prevent  or  treat  diseases  in  the  individual.  The  remaining  12  per- 
cent was  spent  on  program  administration,  including  administra- 
tive costs  and  profits  earned  by  private  insurers,  noncommercial 
health  research,  new  construction  of  health  facilities,  and  govern- 
ment public  health  activities. 

Health  care  spending  has  increased  from  less  than  6  percent  of 
the  gross  domestic  product  (GDP)  in  1965  to  over  14  percent  of  the 
GDP  in  1993.  In  1965,  national  health  expenditures  amounted  to 
$42  billion;  such  expenditures  are  projected  to  be  $898  billion  in 
1993.  Assuming  that  current  government  policies,  patterns  of  medi- 
cal practice  and  trends  in  private  health  insurance  continue,  na- 
tional health  expenditures  are  predicted  to  rise  to  18  percent  of  the 
GDP  by  the  year  2000  and  to  over  20  percent  by  the  year  2003. 
National  health  spending  is  expected  to  increase  to  over  $1.6  tril- 
lion by  2000  and  $2  trillion  by  2003.  Given  the  present  atmosphere 
of  health  care  reform  at  both  the  Federal  and  State  levels,  how- 
ever, it  is  doubtful  that  current  health  care  policies  in  the  United 
States  will  remain  unchanged.  These  figures  may  not  therefore  rep- 
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resent  realistic  estimates  of  post-reform  national  health  expendi- 
tures. 

The  private  sector  finances  most  health  care  spending  in  the 
United  States.  In  1990,  the  private  sector  paid  $385.5  billion  or  58 
percent  of  national  health  expenditures.  Private  spending  sources 
include  private  health  insurance,  consumer  out-of-pocket  spending, 
and  other  private  payments,  such  as  philanthropy.  Payments  made 
by  private  health  insurance  are  the  largest  single  component  of  pri- 
vate health  spending.  In  1990,  private  health  insurance  payments 
accounted  for  57  percent  of  private  sector  payments  and  33  percent 
of  national  health  spending.  Out-of-pocket  spending  by  consumers 
accounted  for  36  percent  of  private  sector  spending  and  20  percent 
of  national  health  spending.  Other  private  payments  accounted  for 
8  percent  of  private  sector  spending  and  5  percent  of  national 
health  spending. 

The  Federal  Government  assumed  an  increasingly  significant 
role  in  funding  national  health  expenditures  in  the  1960's  with  the 
enactment  of  the  Medicare  and  Medicaid  programs.  Between  1965 
and  1967,  Federal  spending  nearly  doubled,  rising  from  not  quite 
12  percent  to  nearly  24  percent  of  national  health  care  expendi- 
tures. From  1967  to  1980,  Federal  spending  rose  only  gradually, 
reaching  29  percent  of  national  health  care  expenditures  in  1980. 
Since  1980,  the  Federal  share  of  national  health  expenditures  has 
remained  relatively  stable.  The  Federal  Government  is  projected  to 
have  spent  $280  billion,  31.2  percent  of  total  national  health  ex- 
penditures, in  1993.  The  Federal  Government  is  expected  to  spend 
$555  billion  for  health  care  in  the  year  2000,  amounting  to  34.4 
percent  of  health  care  expenditures. 

The  rapid  growth  in  national  health  expenditures  has  increased 
the  public  awareness  of  health  care  spending  practices  in  the  Unit- 
ed States.  Concerns  over  the  increases  in  national  health  expendi- 
tures have  led  to  the  current  reform  efforts  which  target  the  fun- 
damentals of  the  present  health  care  system  in  the  United  States. 
For  a  discussion  of  these  reforms  see  "Comprehensive  Health  Care 
Reform." 

2.  Medicare  and  Medicaid  Expenditures 

The  Medicare  and  Medicaid  programs  are  an  important  source  of 
health  care  financing  for  the  aged.  Medicare  provides  health  insur- 
ance protection  to  most  individuals  age  65  and  older,  to  persons 
who  are  entitled  to  Social  Security  or  Railroad  Retirement  benefits 
because  they  are  disabled,  and  to  certain  workers  and  their  de- 
pendents who  need  kidney  transplantation  or  dialysis.  Medicare  is 
a  Federal  program  with  a  uniform  eligibility  and  benefit  structure 
throughout  the  United  States.  Medicaid  is  a  joint  Federal-State  en- 
titlement program  that  pays  for  medical  services  on  behalf  of  cer- 
tain groups  of  low-income  persons.  Medicaid  is  administered  by 
States  with  partial  Federal  funding.  For  more  information  on  the 
background  and  mechanics  of  the  Medicare  and  Medicaid  programs 
see  Chapters  8  and  9. 

In  1990,  Medicare  accounted  for  57  percent  of  all  Federal  health 
spending  and  17  percent  of  national  health  spending.  Total  Medi- 
care payments  amounted  to  $4.6  billion  in  1967,  the  first  full  year 
of  the  program,  and  increased  to  $62.9  billion  by  the  year  1985. 
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Total  Medicare  payments  are  expected  to  have  been  $133  billion  in 
1993. 

Federal  spending  for  Medicaid  is  drawn  from  Federal  general 
revenues  of  the  U.S.  Treasury.  Medicaid  has  become  one  of  the 
fastest  growing  components  of  both  Federal  and  State  budgets. 
From  1975  to  1984,  Medicaid  expenditures  increased  from  $12.2 
billion  to  $34.3  billion,  a  180-percent  increase.  In  1980,  the  Federal 
Government  spent  $14.6  billion  for  Medicaid.  For  1993  this  figure 
is  estimated  to  be  at  $80.3  billion.  Federal  Medicaid  costs  are  ex- 
pected to  increase  to  $161.1  billion  in  1998.  Total  Medicaid  costs, 
including  both  State  and  Federal  contributions,  were  $25.8  billion 
in  1980  and  were  $118.8  billion  in  1992. 

Spending  for  Medicare  and  Medicaid  has  increased  faster  than 
total  health  care  spending.  In  1967,  Medicare  and  Medicaid  ex- 
penditures represented  15  percent  of  the  total  national  health  care 
costs.  The  Congressional  Budget  Office  projected  that  in  1993,  Med- 
icare and  Medicaid  had  increased  to  32  percent  of  national  health 
expenditures. 

Medicare  and  Medicaid  represent  most  of  the  outlays  for  the 
aged,  although  a  not  insignificant  amount  for  the  elderly  is  also 
funded  through  other  sources.  In  1984,  25.2  percent  of  personal 
health  care  expenditures  for  the  aged  came  from  out-of-pocket  pay- 
ments, compared  with  53.2  percent  in  1966.  In  1984,  private  insur- 
ance covered  7.2  percent  of  the  health  care  bill  for  the  aged,  com- 
pared with  15.9  percent  in  1966.  In  the  area  of  nursing  home  care, 
out-of-pocket  expenses  represent  over  50  percent  of  the  per  capita 
health  care  expenditures  for  persons  over  65  years  of  age. 

3.  Hospitals 

Hospital  care  costs  continue  to  be  the  largest  component  of  the 
Nation's  health  care  bill.  In  1992,  an  estimated  38.5  percent,  or 
$323  billion,  of  national  health  care  expenditures  was  paid  to  hos- 
pitals. Hospital  care  for  the  aged  cost  $68  billion  in  1987,  the  most 
recent  year  for  which  data  is  available.  This  amount  is  equal  to 
$2,248  per  capita.  Medicare  reimbursed  about  70  percent  of  this 
total  while  other  public  funds  paid  about  15  percent  of  the  bill.  The 
average  annual  growth  rate  of  hospital  spending  was  14.2  percent 
in  1980;  the  hospital  growth  rate  is  expected  to  have  been  9.7  per- 
cent in  1993. 

Short  hospital  stays  by  the  elderly  increased  by  more  than  57 
percent  between  1965  and  1986.  In  1987,  a  survey  of  non-Federal 
short-stay  hospitals  revealed  that  10.5  million  elderly  patients  were 
discharged  from  hospitals,  comprising  31.3  percent  of  all  short-stay 
patient  stays.  Those  age  75  and  older  accounted  for  16.5  percent  of 
short  stays.  According  to  the  American  Hospital  Association  na- 
tional hospital  survey,  the  average  length  of  stay  for  elderly  pa- 
tients has  declined,  from  10.8  days  in  1977  to  an  estimated  8  6 
days  in  1991. 

Older  persons  tend  to  stay  in  the  hospital  approximately  50  per- 
cent longer  than  and  twice  as  often  as  the  general  population.  The 
average  hospital  stay  for  persons  age  65-74  was  about  8.2  days  in 
1987  compared  with  9.1  days  for  the  age  85  and  older  group. 


134 


4.  Physicians'  Services 


Utilization  of  physicians'  services  increases  with  age.  Approxi- 
mately 85  percent  of  the  elderly  living  in  the  community  had  at 
least  one  contact  with  a  physician  in  1987.  On  average,  the  elderly 
are  more  likely  than  younger  persons  to  make  frequent  visits  to  a 
physician.  Persons  age  65  and  older  visit  a  physician  nine  times  for 
every  five  times  by  the  general  population.  Since  the  enactment  of 
Medicare,  the  average  number  of  physician  contacts  and  the  per- 
centage of  persons  age  65  and  older  reporting  that  they  had  seen 
a  physician  in  the  last  year  has  increased  significantly,  particularly 
for  persons  with  low  incomes.  The  aging  of  the  population  will  in- 
crease the  demand  for  physician  care.  Projections  show  that  de- 
mand will  increase  by  22  percent  from  1986  from  250  million  physi- 
cian contacts  to  304  million  contacts  by  the  year  2000  and  by  129 
percent  (more  than  570  million  visits)  by  the  year  2030. 

Approximately  60  percent  of  physician  visits  by  the  elderly  are 
made  to  a  doctor's  office.  The  remaining  visits  are  divided  among 
hospital  emergency  rooms,  outpatient  departments,  and  home  and 
telephone  consultations. 

Spending  for  physician  services  to  the  elderly  grew  an  average  of 
16  percent  per  year  from  1977  to  1987,  reaching  a  level  of  $33.5 
billion  in  1987.  Medicare  spending  accounted  for  an  estimated  57.8 
percent  of  the  per  capita  expenditures  (for  the  aged)  for  physician 
services  in  1984  ($504  out  of  a  total  $868).  During  the  period  from 
1980-83,  Medicare  physician  expenditures  increases  at  an  average 
annual  rate  of  12  percent,  compared  to  6.5  percent  for  all  physician 
expenditures.  From  1983  to  1986,  expenditures  increased  at  an  av- 
erage annual  rate  of  9.1  percent  and  7.2  percent,  respectively.  The 
different  rates  of  increase  in  expenditures  suggest  that  Medicare 
beneficiaries  receive  a  higher  volume  of  physician  services  than  the 
rest  of  the  population.  In  1992,  payments  to  physicians  constituted 
19  percent  of  the  Nation's  health  bill. 

5.  Nursing  Home  and  Home  Health  Costs 

Long-term  care  refers  to  a  broad  range  of  medical,  social,  and 
personal  care,  and  supportive  services  needed  by  individuals  who 
nave  lost  some  capacity  for  self-care  because  of  a  chronic  illness  or 
condition.  Long-term  care  services  generally  assist  persons  with 
basic  self-care  functions  known  as  activities  for  daily  living  (ADLs); 
these  activities  include  bathing,  dressing,  toileting,  moving  from 
one  place  to  another,  and  eating. 

The  costs  of  long-term  care  can  be  debilitating.  The  elderly  face 
significant  uncovered  liability  for  long-term  care.  As  a  result  of  the 
high  costs  of  long-term  care,  paying  for  such  services  can  impover- 
ish many  of  those  individuals  requiring  these  services.  The  average 
cost  of  nursing  home  care  is  over  $30,000  annually.  Most  nursing 
home  care  is  paid  for  out-of-pocket  by  individuals  or  by  Medicaid. 
Medicaid's  payment  of  nursing  home  care  covers  those  persons  who 
have  become  poor  after  depleting  their  income  and  resources  on  the 
costs  of  care.  Because  private  insurance  for  long-term  care  is  lim- 
ited, the  only  method  available  to  many  individuals  to  pay  for  such 
services  is  through  their  accumulated  resources  and/or  income.  Fi- 
nancing problems  for  long-term  care  are  expected  to  become  more 
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acute  as  a  rapidly  aging  population   faces  the  need   for  long  term 


care. 


In  1991,  $59.9  billion  was  spent  on  nursing  home  care  in  the 
United  States.  Medicaid  constituted  the  bulk  of  these  expenditures, 
with  the  Federal  and  State  governments  paying  $28.4  billion  to- 
ward nursing  home  costs.  Out-of-pocket  payments  for  nursing  home 
care  resulted  in  a  spending  of  $25.8  billion  and  private  insurance 
paid  only  $0.6  billion  toward  nursing  home  expenditures.  Medicare 
contributed  $2.7  billion  toward  nursing  home  care.  In  1992,  Medi- 
care paid  for  37.8  percent  and  Medicaid  paid  for  24.7  percent  of 
home  care  costs.  In  1993,  nursing  home  care  represented  9  percent 
and  home  care  services  represented  3  percent  of  national  health 
care  expenditures. 

6.  Prescription  Drugs 

Prescription  drug  expenditures  in  the  United  States  constitute 
about  8  percent  of  total  health  care  spending— about  $64  billion. 
Although  this  seems  to  be  a  relatively  small  amount  as  compared 
to  national  spending  for  physician  and  hospital  services,  it  still  rep- 
resents a  large  component  of  the  total  health  care  pie.  This  figure 
includes  the  cost  of  prescription  drugs  used  in  both  the  outpatient 
(retail)  and  the  inpatient  (hospital  and  institutional)  settings. 

Because  expenditures  for  drugs  used  in  a  hospital  stay  are  often 
calculated  as  part  of  hospital  expenditures  rather  than  prescription 
drug  expenditures,  spending  on  prescription  drugs  in  the  United 
States  is  usually  reported  only  in  terms  of  outpatient  prescription 
drug  expenditures.  This  makes  prescription  drug  expenditures 
seem  a  smaller  part  of  total  health  care  spending  than  they  really 
are.  Obviously,  while  the  outpatient  sector  is  the  larger  component 
of  total  prescription  drug  spending,  spending  on  drugs  in  the  insti- 
tutional sector  is  substantial,  and  should  not  be  overlooked  when 
calculating  total  drug  spending. 

(A)  PRESCRIPTION  DRUG  SPENDING  BY  OLDER  AMERICANS 

Older  Americans  take  more  prescription  drugs  on  average  than 
the  under  age  65  population.  For  example,  while  the  average 
younger  person  takes  about  four  prescription  medications  in  any 
year,  the  average  older  American  takes  about  15  prescriptions  each 
year.  Cumulatively,  older  Americans  constitute  about  12  percent  of 
the  population— about  30  million  individuals — but  consume  almost 
one-third  of  all  prescriptions  dispensed  in  the  United  States. 

According  to  the  Health  Care  Financing  Administration  (HCFA), 
the  average  annual  prescription  drug  expenditure  in  1991  for  all 
Americans  was  about  $249  per  year.  For  the  under  age  65  popu- 
lation, the  average  was  about  $223  (Chart  1).  For  those  over  the 
age  of  65,  the  highest  annual  expenditures— $655 — were  for  Medi- 
care beneficiaries  who  were  eligible  for  Medicaid.  This  group  of 
older  Americans  tends  to  be  sicker  than  the  average  older  Amer- 
ican, and  therefore  takes  more  prescription  medications. 
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CHART    1 


Prescription  Drug  Spending  in  the  United  States,  1991 

(annual  average  per  capita  spending  per  population  group) 
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Other  annual  prescription  drug  expenditures  among  certain  Med- 
icare population  groups  were  as  follows:  $432  for  those  Medicare 
beneficiaries  who  had  no  other  private  or  public  insurance  coverage 
for  prescription  drugs;  $525  for  those  Medicare  beneficiaries  who 
had  private  prescription  drug  insurance  coverage,  such  as  Medigap 
plans;  and  $525  for  those  Medicare  beneficiaries  who  had  an  em- 
ployer-based retiree  health  plan  that  covered  prescription  drugs. 

The  group  of  older  Americans  at  most  risk  of  high  out-of-pocket 
prescription  drug  costs  was  and  continues  to  be  those  Medicare 
beneficiaries  that  have  no  public  or  private  prescription  drug  cov- 
erage of  any  type.  These  are  individuals  who  are  not  poor  enough 
to  have  Medicaid,  do  not  have  employer-based  retiree  prescription 
drug  coverage,  and  cannot  afford  any  other  private  prescription 
drug  insurance  plans. 

(B)  PRESCRIPTION  DRUG  COVERAGE  AMONG  OLDER  AMERICANS 

While  older  Americans  have  higher  prescription  drug  expendi- 
tures than  the  average  American,  private  and  public  insurance  cov- 
erage for  prescription  drugs  is  not  as  comprehensive  or  as  exten- 
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sive  for  older  Americans  as  it  is  for  younger  Americans  Therefore, 
older  Americans  have  higher  out-of-pocket  costs  for  prescription 
drugs  than  any  other  population  group  in  the  United  States. 

According  to  a  recent  study  completed  by  the  Congressional  Of- 
fice of  Technology  Assessment,  64  percent  of  all  drug  costs  for  older 
Americans  are  paid  out-of-pocket.  The  remainder  of  costs— about 
36  percent— are  paid  by  public  insurance  programs  such  as  Medic- 
aid (9  percent),  private  Medigap  and  retiree  health  benefit  pro- 
grams (22  percent),  and  other  sources  (5  percent)  (Chart  2).  This 
lack  of  public  and  private  insurance  has  made  it  very  difficult  for 
many  older  Americans  to  obtain  their  prescription  drugs. 
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CHART    2 
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For  the  under  age  65  population,  private  prescription  drug  insur- 
ance coverage  is  somewhat  better.  About  44  percent  of  drug  costs 
are  paid  by  insurance  plans,  while  56  percent  are  paid  out-of-pock- 
et. These  prescription  drug  insurance  sources  for  the  under  age  65 
population  include  Medicaid  (10  percent),  private  insurance  (28 
percent),  and  other  sources  (6  percent). 
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(C)  PRESCRIPTION  DRUG  INFLATION 

The  rate  of  prescription  drug  inflation  as  measured  by  the 
Consumer  Price  Index  (CPI)  and  the  Producer  Price  Index  (PPI) 
was  lower  in  1993  as  compared  to  1992.  However,  the  increase  in 
the  pharmaceutical  PPI,  which  measures  increases  in  prices  that 
drug  manufacturers  charge  for  their  products,  continued  to  in 
crease  faster  than  the  general  PPI.  For  1993,  while  the  overall  PPI 
was  just  0.2  percent,  the  pharmaceutical  PPI  was  3. 1  percent.  This 
pharmaceutical  inflation  figure  means  that  drug  inflation  at  the 
manufacturers  level  did  increase  slower  than  it  had  in  the  past,  but 
it  is  still  increasing  much  faster  than  general  inflation  at  the  man- 
ufacturers' level.  In  addition,  many  drug  price  increases  at  the  re- 
tail level— where  most  older  Americans  buy  their  prescription 
drugs— continued  to  exceed  the  rate  of  inflation,  in  spite  of  the 
moderation  in  average  prescription  drug  price  inflation.  This  factor 
is  explained  in  additional  detail  later  in  this  section. 

The  recent  decrease  in  the  rate  of  increase  in  prescription  drug 
pnce  inflation  in  the  United  States  can  be  attributable  to  the 
growth  of  managed  care  plans,  and  the  continuing  pressure 
brought  to  bear  by  Congress  and  the  Clinton  Administration  to  con- 
tain drug  prices. 

Managed  care  plans  are  growing  in  number,  and  are  generally 
able  to  negotiate  lower  prices  and  price  increases  with  drug  manu- 
facturers. These  plans  use  tools  such  as  formularies,  volume  phar- 
maceutical buying,  and  aggressive  generic  substitution  to  lower 
their  overall  drug  expenditures.  A  recent  report  on  the  managed 
care  industry  found  that  drug  formularies  are  used  by  89  percent 
of  staff  model  HMOs,  75  percent  of  group  model  HMOs,  79  percent 
of  network  model  HMOs,  and  51  percent  on  Independent  Practice 
Association  (IPA)  model  HMOs  (Chart  3).  About  three-fourths  of 
HMO  enrollees  are  in  plans  using  drug  formularies. 
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CHART    3 


The  importance  of  drug  formularies  in  holding  down  costs  for 
health  care  plans  and  improving  the  quality  for  drug  therapy  for 
enrollees  cannot  be  understated.  However,  a  large  segment  ot  the 
market  is  still  not  subject  to  these  "managed  care'  forces  such  as 
formularies,  and  may  not  be  for  some  time.  Therefore,  it  is  still  im- 
portant to  monitor  the  price  increases  for  prescription  drugs  in  the 
non-managed  care  or  retail  sector. 
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In  fact,  evidence  suggests  that  moderation  of  prescription  drug 
prices  is  not  as  pronounced  in  the  retail  sector  as  it  is  in  the  man- 
aged care  sector.  These  retail  price  increases  occurred  in  spite  of 
the  fact  that  several  drug  manufacturers  had  pledged  at  the  begin- 
ning of  the  year  to  "voluntarily"  restrain  their  price  increases  for 
1993  to  the  rate  of  inflation  as  measured  by  the  CPI. 

(D)  VOLUNTARY  PHARMACEUTICAL  MANUFACTURER  PRICE  RESTRAINTS 

The  drug  industry's  answer  to  rapidly  rising  medication  prices 
were  "voluntary"  commitments  to  increase  their  prices  no  faster 
than  the  rate  of  general  inflation  (CPI)  in  1993.  By  the  end  of  1993, 
18  drug  manufacturers  made  some  type  of  "voluntary"  price  re- 
straint pledge.  While  these  pledges  were  welcome  and  laudable, 
evidence  suggests  that  these  pledges  may  not  have  translated  into 
meaningful  price  restraint  at  the  retail  level,  where  most  older 
Americans  buy  their  drugs. 

The  basic  approach  advocated  by  most  of  the  manufacturers  was 
to  limit  their  "weighted  average  price"  increase  to  the  rate  of  infla- 
tion. In  calculating  this  weighted  average  price,  the  manufacturer 
would  take  into  account  all  prices  and  price  increases  to  all  of  the 
manufacturer's  customers— hospitals,  HMOs,  nursing  homes,  mail 
order  houses,  and  community  pharmacies. 

However,  manufacturers  traditionally  negotiate  much  lower 
prices  and  price  increases  with  the  institutional  health  care  sector, 
such  as  hospitals  and  HMOs.  The  lower  prices  in  the  institutional 
side  can,  in  many  cases,  more  than  offset  the  higher  prices  and 
higher  price  increases  in  the  outpatient  sector.  Therefore,  drug 
prices  could  still  increase  significantly  on  the  outpatient  side,  but 
these  increases  would  not  be  evident  when  calculating  the  manu- 
facturer's weighted  average  price  because  they  would  be  diluted  by 
the  lower  prices  on  the  institutional  side. 

Therefore,  weighted  average  price  limits  by  themselves  are  not 
as  effective  as  holding  individual  retail  product  package  size  price 
increases  to  the  rate  of  inflation.  This  fact  is  evident  after  examin- 
ing price  increases  on  those  prescription  drugs  commonly  taken  by 
older  Americans.  The  manufacturers'  retail  prices  on  many  of  these 
products  increased  two  and  three  times  faster  than  the  rate  of  in- 
flation (Table  1). 


DRUGS  COMMONLY  TAKEN  BY  OLDER  AMERICANS 


Drug/Manufacturer  (use) 


Percent  price 
increase.  1988-93 


Multiple  by  which 
price  increase  ex- 
ceeded general  infla- 
tion rate  tor  period 
(263%) 


Tenex  1  mg .  100  tabs.  Wyeth-Ayerst  (hypertension)  

Orudis  50  mg .  100  caps.  Wyeth-Ayerst  (arthritis)  

Nitrostat  0  4  mg.  100  tabs,  Parke-Davis  (angina)  

Coumadin  5  mg .  100  tabs,  Dupont  Merck  (blood  thinner) 
Inderal  40  mg  .  100  tabs.  Wyeth-Ayerst  (hypertension) 
K-Tabs  10  meq  ,  100  tabs.  Abbott  (potassium  replacement) 

Klonopm  0  5  mg.  100  tabs,  Roche  (anxiety)  

Halcion  0  ?5  mg  .  100  tabs  Upjohn  (anxiety)  

Xanax  0  5  mg  .  100  tabs,  Upjohn  (anxiety)  

Corgard  80  mg .  100  tabs,  Bristol  (hypertension)  

Tagamet  300  mg .  100  tabs,  Smith  Kline  (ulcers) 

Capoten  50  mg .  100  tabs,  Bristol  (hypertension)  


119.0 

45 

1157 

44 

110  8 

4.2 

1051 

40 

95  7 

36 

92.1 

3.5 

818 

3.1 

799 

30 

725 

28 

714 

27 

70  7 

27 

700 

27 
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DRUGS  COMMONLY  TAKEN  BY  OLDER  AMERICANS— Continued 

Multiple  by  which 

Ppfcent  Dfice  pnCe  ,ncrease  a~ 

Drug/Manufacturer  (use)  ,„„„„,    ,000  «-,        ceeded  general  inlla- 

mcrease.  19W-W         [m  fa,e  fQf  ^^ 

(263%) 

Bumex  1  mg  .  100  tabs.  Roche  (diuretic) 66  8  2  5 

Mauide  25  mg .  100  tabs.  Lederie  (diuretic)  609  2  3 

Inderal  LA  120  mg .  100  caps.  Wyeth-Ayerst  (hypertension) 58.5  2  2 

Pro;ac20mg.  100  caps.  Lilly  (depression)  580  2  2 

Feldene  20  mg  .  100  caps.  Hirer  (arthritis)  54.4  2  1 

Tenormin  50  mg .  100  tabs.  Zeneca  (hypertension)  54  0  2  1 

Because  drug  inflation  at  the  retail  level  has  and  continues  to  ex- 
ceed the  rate  of  general  inflation,  Chairman  Pryor  issued  a  chal- 
lenge to  drug  manufacturers  in  September  1993  to  limit  their  price 
increases  in  the  retail  sector  to  the  rate  of  inflation.  Recognizing 
the  shortcomings  in  the  drug  manufacturers'  proposals,  Chairman 
Pryor  developed  a  different  "voluntary"  commitment  for  manufac- 
turers to  consider.  His  proposed  commitment  built  upon  the  propos- 
als already  being  advocated  by  the  drug  manufacturers  themselves. 

That  is,  in  addition  to  asking  manufacturers  to  hold  the  increase 
in  their  weighted  average  price  to  the  rate  of  inflation,  the  proposal 
would  ask  manufacturers  to  limit  price  increases  to  the  rate  of  in- 
flation on  individual  retail  product  package  sizes.  This  would  give 
older  Americans  an  assurance  that  the  manufacturers'  prices  for 
the  drugs  that  they  buy  from  retail  pharmacies  would  not  increase 
faster  than  the  rate  of  general  inflation. 

Chairman  Pryor  sent  a  copy  of  the  voluntary  commitment  that 
he  proposed  to  50  drug  manufacturers  in  the  beginning  of  Septem- 
ber. As  of  the  end  of  1993,  only  one  of  the  manufacturers  had 
agreed  in  principle  to  the  proposal;  seven  said  that  they  could  not 
agree;  and  no  response  had  been  received  from  42  others. 

As  the  health  care  reform  debate  continues,  the  issue  of  price  re- 
straints on  individual  retail  drug  products  will  continue.  That  is 
because  many  older  Americans  will  still  pay  for  their  drugs  out-of- 
pocket  for  many  years  until  the  transition  to  the  new  system  and 
universal  prescription  drug  coverage  is  completed. 

(E)  GAO  REPORT  ON  CANADIAN  PATENT  MEDICINES  PRICES  REVIEW 

BOARD 

In  February,  Chairman  Pryor  released  a  GAO  study  of  the  effec- 
tiveness of  the  Canadian  Patent  Medicines  Prices  Review  Board 
(PMPRB)  in  assuring  that  drug  prices  were  reasonable  in  Canada, 
and  containing  overall  pharmaceutical  expenditures  in  that  coun- 
try. The  PMPRB  was  established  by  Canada  in  1987. 

The  interest  in  the  prices  paid  by  Canada  for  prescription  drugs 
was  highlighted  at  the  end  of  1992  by  another  GAO  study  which 
found  that,  on  average,  manufacturers  charged  drug  wholesalers  32 
percent  more  in  Canada  than  in  the  United  States  for  the  same 
prescription  medications.  To  date,  the  evidence  suggests  that  al- 
most every  industrialized  nation  other  than  the  United  States  pays 
lower  prices  for  prescription  medications. 

The  GAO  report  found  that  the  PMPRB  in  Canada  has  no  price 
control  authority,  and  can  only  review  drug  prices.  However,  where 


143 

the  Board  finds  that  drugs  are  priced  excessively,  it  can  order  pub 
lie  hearings,  and  in  extreme  cases,  order  price  reductions 

The  GAO  report  found  the  Board  had,  in  fact,  restrained  pre- 
scription drug  prices  in  Canada.  For  example,  prices  of  existing 
patented  drugs  that  were  within  the  Board's  jurisdiction  rose  more 
slowly  than  those  drugs  outside  the  Board's  jurisdiction.  In  the 
case  of  new  drugs,  the  study  found  that  the  Board  caused  the  intro- 
ductory prices  of*  these  new  drugs  to  be  lower  than  they  would  have 
been  without  the  Board. 

The  GAO  indicated  that,  while  prescription  drug  price  inflation 
had  been  falling  in  Canada,  drug  industry  expenditures  on  re- 
search and  development  had  been  increasing.  This  indicates  that 
reasonable  cost  containment  on  pharmaceuticals  and  increases  in 
research  and  development  spending  are  compatible  goals. 

7.  Utilization  of  Health  Care  Services 

Americans  of  all  ages  are  healthier  today  than  they  were  10  to 
20  years  ago.  While  most  older  people  report  themselves  to  be  in 
good  to  excellent  health,  many  tend  to  report  specific  health  prob- 
lems and  mistakenly  think  they  are  caused  by  old  age  rather  than 
disease.  Yet  age  does  affect  a  person's  health,  particularly  the  way 
the  body  reacts  to  diseases  and  drugs. 

Individual  assessment  of  a  person's  own  health  is  often  the  most 
important  measure  of  health  status.  More  than  70  percent  of  those 
over  age  65  report  that  they  are  in  good,  very  good  or  excellent 
health.  Family  income  is  an  important  indicator  of  health  status 
For  example,  while  26  percent  of  those  over  65  with  family  incomes 
of  $35,000  and  over  report  excellent  health,  only  10  percent  of 
those  with  incomes  under  $10,000  do.  The  converse  is  also  true; 
15.6  percent  of  the  poor  elderly  report  poor  health  compared  to  5.1 
percent  of  their  wealthy  counterparts. 

Chronic  diseases  are  a  major  threat  to  the  independence  of  older 
persons.  More  than  four  out  of  five  elderly  have  at  least  one  chronic 
condition,  and  multiple  conditions  are  commonplace  among  older 
people,  especially  older  women.  The  five  leading  chronic  conditions 
for  the  elderly  in  1989  were  arthritis,  hypertension,  hearing  im- 
pairment, heart  disease,  and  cataracts.  Hospitalization  of  most 
older  persons  is  caused  by  an  acute  episode  of  a  chronic  illness. 
Diseases  of  the  circulatory,  digestive,  and  respiratory  systems,  and 
cancer  are  the  leading  causes  of  hospitalization.  Visits  to  the  doctor 
also  are  most  often  for  treatment  of  chronic  conditions. 

The  dimensions  of  the  current  health  services  use  by  the  elderly 
only  hint  at  future  needs.  Health  services  usage  by  the  elderly  is 
growing  because  of  absolute  increases  in  the  total  aged  population, 
greater  numbers  of  individuals  in  the  eldest  subgroup,  and  an  in- 
creased number  of  services  provided  per  person.  Greater  expecta- 
tions of  good  health,  the  availability  of  third-party  financing  and 
increased  access  to  medical  advances  such  as  renal  dialysis  and  ra- 
diation therapy  also  are  leading  reasons  for  greater  use  of  health 
services  by  the  elderly. 

Persons  65  and  older  account  for  more  than  one-third  of  the  Na- 
tion's total  personal  health  care  expenditures.  These  expenditures 
represent  total  health  care  investment  from  all  sources  exclusive  of 
research.  In   1987  (the  latest  data  currently  available),  total  per- 
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sonal  health  care  expenditures  for  the  elderly  were  estimated  at 
$162  billion  and  per  capita  spending  reached  $5,360.  That  rep- 
resented a  13.6  percent  average  annual  growth  rate  since  1977.  It 
is  particularly  notable  that  older  Americans  spend  as  large  a  per- 
centage of  their  income  on  health  care  needs  (15  percent)  as  they 
did  prior  to  the  existence  of  Medicare. 

In  1990,  close  to  80  percent  of  Medicare  beneficiaries  received 
Medicare  covered  services,  compared  with  63  percent  in  1980.  This 
increase  was  due  largely  by  higher  use  of  post-acute  and  ambula- 
tory services.  Use  of  Medicare  post-acute  services  doubled  from 
1980  to  1990.  Use  of  hospital  outpatient  services  has  also  in- 
creased. In  1990,  47  percent  of  Medicare  beneficiaries  used  these 
services,  compared  to  27  percent  in  1980.  Physicians'  services  con- 
tinue to  be  the  most  widely  used  Medicare  benefit,  with  over  80 
percent  of  beneficiaries  using  physician  services  in  1990. 

The  health  care  arena  is  changing  so  rapidly  on  so  many  fronts 
that  any  broad  characterization  of  it  today  is  likely  to  be  outdated 
tomorrow.  Nevertheless,  there  is  no  question  that  the  overriding 
concern  influencing  the  Nation's  health  system  is  cost  containment. 


Chapter  8 


MEDICARE 

A.  BACKGROUND 

Medicare  was  enacted  in  1965  to  insure  older  Americans  for  the 
cost  of  acute  health  care.  Over  the  past  two  decades,  Medicare  has 
provided  millions  of  older  Americans  with  access  to  quality  hospital 
care  and  physician  services  at  affordable  costs.  In  fiscal  year  1993, 
Medicare  insured  approximately  35  million  aged  and  disabled  indi- 
viduals at  an  estimated  cost  of  $134.1  billion  ($149.2  billion  in 
gross  outlays  offset  by  $15.1  billion  in  beneficiary  premium  pay- 
ments). Medicare  is  the  second  most  costly  Federal  domestic  pro- 
gram, exceeded  only  by  the  Social  Security  program. 

Medicare  (authorized  under  title  XVIII  of  the  Social  Security  Act) 
provides  health  insurance  protection  to  most  individuals  age  65 
and  older,  to  persons  who  have  been  entitled  to  Social  Security  or 
Railroad  Retirement  benefits  because  they  are  disabled,  and  to  cer- 
tain workers  and  their  dependents  who  need  kidney  transplan- 
tation or  dialysis.  Medicare  is  a  Federal  program  with  a  uniform 
eligibility  and  benefit  structure  throughout  the  United  States.  Pro- 
tection is  available  to  insured  persons  without  regard  to  their  in- 
come or  assets.  Medicare  is  composed  of  the  Hospital  Insurance 
(HI)  program  (Part  A)  and  the  Supplementary  Medical  Insurance 
(SMI)  program  (Part  B). 

An  insurance  for  short-term  acute  illness,  Medicare  covers  most 
of  the  costs  of  hospitalization  and  a  substantial  share  of  the  costs 
for  physician  services.  However,  Medicare  does  not  cover  all  of  the 
hospital  costs  of  extended  acute  illnesses  and  does  not  insure  bene- 
ficiaries for  potentially  large  copayments  or  charges  above  the  Med- 
icare payment  rate  for  physician  services.  As  of  1991,  approxi- 
mately 70  percent  of  aged  Medicare  beneficiaries  had  private  sup- 
plemental coverage,  often  referred  to  as  Medigap  insurance. 

One  of  the  greatest  challenges  in  the  area  of  Medicare  policy  in 
the  1990's  is  the  need  to  rein  in  program  costs  while  assuring  that 
elderly  and  disabled  Americans  have  access  to  affordable,  high 
quality  health  care.  As  a  result,  the  development  of  Medicare  policy 
has  been  marked  with  a  number  of  both  achievements  and  frustra- 
tions over  the  past  few  years. 

Most  notable  among  the  achievements  are  physician  payment  re- 
form and  major  rural  health  care  initiatives,  including  the  elimi- 
nation of  the  urban-rural  hospital  payment  differential.  The  5-year 
budget  agreement  that  became  the  Omnibus  Budget  Reconciliation 
Act  of  1990  (P.L.  101-508,  OBRA  90)  included  some  Medicare  pro- 
gram expansions,  such  as  coverage  for  mammography  screening 
and  hospitalization  services  in  a  community  mental  health  center. 
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There  was  also  a  successful  effort  to  keep  increases  in  beneficiary 
out-of-pocket  costs  to  a  minimum. 

The  frustrations  included  the  repeal  of  the  Medicare  Cata- 
strophic Coverage  Act  (MCCA)  in  1989,  the  lack  of  enthusiasm  sur- 
rounding the  release  of  the  Pepper  Commission  report,  and  the 
Medicare  provider  cuts  included  in  OBRA  90  and  OBRA  93. 

In  the  102nd  Congress,  no  Medicare-related  legislation  was 
passed.  In  fact,  although  the  Congress  was  able  to  include  some 
relatively  non-controversial  technical  correction  provisions  in  the 
Urban  Aid  bill  (H.R.  11)  in  late  1992,  President  Bush  vetoed  it.  As 
a  result,  the  Medicare  program  was  neither  weakened  nor 
strengthened. 

1.  Hospital  Insurance  Program  (Part  A) 

Most  Americans  age  65  and  older  are  automatically  entitled  to 
benefits  under  Part  A.  For  those  who  are  not  automatically  entitled 
(that  is,  not  eligible  for  monthly  Social  Security  or  Railroad  Retire- 
ment cash  benefits),  they  may  obtain  Part  A  coverage  providing 
they  pay  the  full  actuarial  cost  of  such  coverage.  The  monthly  pre- 
mium for  those  persons  was  $245  in  1993  and  in  1994.  Also  eligible 
for  Part  A  coverage  are  those  persons  receiving  monthly  Social  Se- 
curity benefits  on  the  basis  of  disability  and  disabled  Railroad  Re- 
tirement system  annuitants  who  received  such  benefits  for  2  years. 

Part  A  is  financed  principally  through  a  special  hospital  insur- 
ance (HI)  payroll  tax  levied  on  employees,  employers,  and  the  self- 
employed.  In  1993,  each  worker  and  employer  paid  a  tax  of  1.45 
percent  on  the  first  $135,000  of  covered  earnings.  The  self-em- 
ployed pay  both  the  employer  and  employee  shares.  In  fiscal  year 
1993,  payroll  taxes  for  the  HI  Trust  Fund  amounted  to  an  esti- 
mated $87.3  billion,  accounting  for  87.8  percent  of  all  total  HI  fi- 
nancing. Interest  payments,  transfers  from  the  Railroad  Retire- 
ment Account  and  the  general  fund,  along  with  premiums  paid  by 
voluntary  enrollees  equal  the  remaining  12.2  percent.  An  estimated 
$84.4  billion  in  Part  A  benefit  payments  were  made  in  fiscal  year 
1993.  u       .     l 

Benefits  included  under  Part  A,  in  addition  to  inpatient  hospital 
care,  are  skilled  nursing  facility  care,  home  health  care  and  hospice 
care.  For  inpatient  hospital  care,  the  beneficiary  is  subject  to  a  de- 
ductible ($696  in  1994)  for  the  first  60  days  of  care  in  each  benefit 
period.  For  days  61-90,  a  coinsurance  of  $174  is  required.  For  hos- 
pital stays  longer  than  90  days,  beneficiary  may  elect  to  draw  upon 
a  60-day  "lifetime  reserve."  A  coinsurance  of  $348  is  required  for 
each  lifetime  reserve  day. 

Hospitals  are  reimbursed  for  their  Medicare  patients  on  a  pro- 
spective basis.  The  Medicare  prospective  payment  system  (PPS) 
pays  hospitals  fixed  amounts  that  correspond  to  the  average  costs 
for  a  specific  diagnosis.  PPS  uses  a  set  of  487  diagnosis-related 
groups  (DRGs)  to  categorize  patients  for  reimbursement.  The 
amount  a  hospital  receives  from  Medicare  no  longer  depends  on  the 
amount  or  type  of  services  delivered  to  the  patient,  so  there  are  no 
longer  incentives  to  overuse  services.  If  a  hospital  can  treat  a  pa- 
tient for  less  than  the  DRG  amount,  it  can  keep  the  savings.  If 
treatment  for  the  patient  costs  more,  the  hospital  must  absorb  the 
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loss.   Hospitals   are  not   allowed   to  charge   beneficiaries   any   dif- 
ference between  hospital  costs  and  the  Medicare  DRG  payment. 

After  Medicare  changed  to  the  PPS  system  in  1983,  Medicare  pa- 
tients have  been  sent  home  from  the  hospital  after  shorter  stays 
and  in  greater  need  of  follow-up  health  care.  At  the  same  time  the 
PPS  system  was  being  introduced,  HCFA  targeted  the  home  health 
benefit  for  continual  cutbacks,  lower  payment  levels,  and  narrower 
interpretation  of  the  scope  of  the  benefit.  For  example,  the  number 
of  visits  per  1,000  enrollees  declined  from  1,344  in  1984  to  1,143 
in  1988,  a  decrease  of  15  percent.  As  a  result,  more  Medicare  bene- 
ficiaries needed  home  health  care  at  a  time  when  less  care  was 
available. 

Fortunately  many  of  the  problems  facing  the  Medicare  home 
health  benefit  were  addressed  through  both  the  legislative  and  reg- 
ulatory process  in  the  late  1980's.  Until  recently,  the  home  health 
benefit  was  the  fastest  growing  part  of  the  Medicare  program.  Vis- 
its per  1,000  enrollees  were  estimated  to  increase  122  percent  be- 
tween 1988  and  1993  (from  1,143  to  2,551). 

HCFA,  however,  continues  to  make  occasional  attempts  to  re- 
strict the  use  of  the  home  health  benefit.  HCFA  has  repeatedly 
tried  to  eliminate  the  "waiver  of  liability"  which  gives  home  health 
agencies  critical  flexibility  in  interpreting  Medicare  rules  and  regu- 
lations so  they  are  not  forced  to  deny  access  in  cases  where  eligi- 
bility is  in  question.  OBRA  90  included  an  extension  of  the  waiver 
of  hability  through  December  31,  1995,  for  home  health  agencies, 
SNFs  and  hospices. 

Another  issue  of  more  recent  concern  to  home  health  agencies  is 
the  use  of  so-called  "sampling  audits"  by  HCFA.  Medicare  fiscal 
intermediaries  have  used  sampling  techniques  (i.e.,  they  audit  a 
very  small  percentage  of  the  agency's  claims)  to  audit  home  health 
agency  claims.  This  is  done  in  lieu  of  auditing  all  the  claims,  and 
the  results  of  the  sampling  audit  are  then  applied  to  the  agency  as 
a  whole.  As  a  result,  any  errors  in  the  audit  are  exponentially  mul- 
tiplied, with  possible  serious  consequences  for  the  affected  home 
health  agency.  Current  law  does  not  specifically  authorize  the  use 
of  sampling  techniques  in  claims  coverage  audits.  Rather,  the  law 
refers  to  individual  coverage  determinations,  based  on  the  principle 
that  each  patient  under  the  Medicare  home  health  benefit  presents 
unique  health  care  needs.  In  October  1991,  Senators  Pryor  and 
Mitchell  introduced  legislation  (S.  1838)  that  would  bar  HCFA  from 
using  sampling  audits  on  care  providers.  Unfortunately,  no  action 
was  taken  on  this  legislation. 

2.  Supplemental  Medical  Insurance  (Part  B) 

Part  B  of  Medicare,  also  called  supplemental  medical  insurance, 
is  a  voluntary,  non-means  tested  program.  Anyone  eligible  for  part 
A  and  anyone  over  age  65  can  obtain  Part  B  coverage  by  paying 
a  monthly  premium  ($36.60  is  1993  and  $41.10  in  1994).  Part  B 
covers  physicians*  services,  outpatient  hospital  services,  physical 
therapy,  diagnostic  and  X-ray  services,  durable  medical  equipment, 
and  certain  other  services.  Part  B  is  financed  by  a  combination  of 
beneficiary  premiums,  deductibles  and  copayments,  general  reve- 
nues, and  Part  B  trust  fund  interest.  Under  current  law,  premiums 
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must  cover  25  percent  of  program  costs  (i.e.,  actual  program  out- 
lays); the  remaining  75  percent  are  funded  from  general  revenues. 

When  Congress  created  Medicare  in  1965,  it  established  reim- 
bursement principles  for  physicians*  services  on  the  basis  of  reason- 
able charges.  Under  reasonable  charge  reimbursement  principles, 
payment  is  equal  to  the  lowest  of  these  three  elements:  a  physi- 
cian's actual  charge  for  a  service;  what  the  physician  usually 
charges  for  that  service;  and  what  other  physicians  practicing  in 
the  same  community  generally  charge  for  that  service.  Under  that 
payment  system  a  separate  payment  was  made  for  each  individual 
service  rendered.  ^ 

The  Omnibus  Budget  Reconciliation  Act  of  1989  made  substan- 
tial changes  in  the  way  Medicare  pays  physicians.  The  new  law 
provides  for  the  establishment  of  a  fee  schedule  based  on  a  relative 
value  scale  (RVS).  An  RVS  is  a  method  of  valuing  individual  serv- 
ices in  relationship  to  each  other.  The  RVS  is  coupled  with  annual 
volume  performance  standards  which  are  target  rates  of  increase 
in  physician  expenditures.  Also  included  in  the  reform  were  limits 
on  actual  charges  to  provide  protection  to  beneficiaries  from  large 
extra-billing  amounts  and  a  program  of  outcomes  and  effectiveness 
research. 

3.  Peer  Review  Organizations 

Hospitals  are  required  to  enter  into  agreements  with  peer  review 
organizations  (PROs)  as  a  condition  for  receiving  payments  under 
Medicare's  prospective  payment  system  for  inpatient  hospital  serv- 
ices. PROs  review  the  services  provided  to  Medicare  patients  to  as- 
sure that  services  are  medically  necessary,  provided  in  the  appro- 
priate setting,   and  meet  professionally  recognized  standards  of 

quality  health  care.  «.„,',_       j  TT  o      • 

The  Secretary  of  the  Department  of  Health  and  Human  Services 
(HHS)  is  required  to  contract  with  PROs.  Organizations  eligible  for 
PRO  contracts  include  physician-sponsored  organizations,  physi- 
cian-access organizations,  and  health  benefit  payer  organizations. 
PROs  are  expected  to  serve  the  dual  role  of  curtailing  unnecessary 
costs  and  assuring  the  quality  of  health  care. 

There  are  53  PRO  contract  areas.  Each  of  the  50  States,  the  Dis- 
trict of  Columbia,  Puerto  Rico,  and  the  Virgin  Islands  are  des- 
ignated as  separate  PRO  areas.  _  . 

The  PRO  review  process  begins  after  a  Medicare  beneficiary  is 
discharged  from  the  hospital  and  payment  is  made.  Paid  bill  data 
is  sent  to  the  PRO,  which  selects  a  sample  for  review  and  requests 
the  relevant  medical  records  from  the  hospital.  PRO  reviewers 
(usually  nurses)  use  criteria  that  contain  the  generally  recognized 
reasons  justifying  a  patient's  hospital  admission  or  surgical  proce- 
dure. If  the  PRO  reviewer  determines  that  the  care  was  not  medi- 
cally necessary  or  that  it  should  have  been  provided  in  another  set- 
ting (e.g.,  an  outpatient  facility),  the  PRO  will  issue  a  payment  de- 
nial. A  payment  denial  can  only  be  made  after  the  attending  physi- 
cian has  been  given  an  opportunity  to  discuss  the  case  with  a  PRO 
physician.  For  the  latest  contract  period,  which  began  in  October 
1988  and  continues  through  the  present,  1.72  percent  of  all  re- 
viewed discharges  were  denied  on  the  basis  of  care  being 
noncovered,  inappropriate,  or  not  medically  necessary. 
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4.  Supplemental  Health  Coverage 

At  its  inception,  Medicare  was  not  designed  to  cover  its  bene- 
ficiaries' total  health  care  expenditures.  Several  types  of  services, 
such  as  long-term  care  for  chronic  illnesses  and  outpatient  pre- 
scription drugs,  are  not  covered  at  all,  while  others  are  partially 
covered  and  require  the  beneficiary  to  pay  deductibles,  copayments, 
and  coinsurance.  Medicare  covers  approximately  half  of  the  total 
medical  expenses  for  noninstitutionalized,  aged  Medicare  bene- 
ficiaries. Remaining  health  care  expenses  had  to  be  covered  out-of- 
pocket  or  by  private  supplemental  health  insurance,  such  as 
Medigap,  by  Medicaid,  or  other  sources.  The  term  "Medigap"  is 
commonly  used  to  describe  a  private  health  insurance  policy  that 
is  designed  to  supplement  Medicare's  coverage. 

The  regulation  of  private  insurance  has  traditionally  been  a 
State  responsibility.  However,  the  National  Association  of  Insur- 
ance Commissioners  (NAIC)  has  developed  model  standards  which 
can  be  adopted  by  States.  These  standards  specify,  among  other 
things,  the  minimum  benefits  that  a  policy  must  cover.  These  were 
adopted  by  NAIC  in  the  mid-1970's,  and  have  been  amended  sev- 
eral times  since  then. 

Despite  the  NAIC  model  law  and  regulations,  abuses  in  the  sale 
of  Medigap  policies  persisted,  leading  Congress  to  include  in  the 
Social  Security  Disability  Amendments  (P.L.  96-265,  enacted  June 
1980)  a  new  Section  1882  entitled  "Voluntary  Certification  of  Medi- 
care Supplemental  Health  Insurance  Policies,"  also  known  as  the 
Baucus  Amendment,  after  the  chief  sponsor  of  the  amendment, 
Senator  Max  Baucus. 

Although  Section  1882  of  the  Social  Security  Act  was  enacted  in 
response  to  abusive  sales  practices  in  Medigap  policies  sold  to  the 
elderly,  the  Congress  continued  to  hear  about  abusive  practices. 
Testimony  by  consumer  groups  and  others  before  the  House  Com- 
mittee on  Energy  and  Commerce  in  April  1989,  the  Senate  Special 
Committee  on  Aging  in  March  1990,  and  the  Senate  Finance  Com- 
mittee in  June  1989  and  February  1990  cited  a  variety  of  abusive 
sales  practices,  including:  selling  policies  which  duplicate  coverage 
that  the  customer  already  has;  generating  lists  of  names  to  sell  to 
insurance  agents  through  ads  offering  information  about  Medicare; 
and  "twisting"  which  occurs  when  the  customer  is  encouraged  to 
switch  or  twist  old  policies  for  new  ones  because  of  higher  commis- 
sions on  new  policies. 

As  part  of  OBRA  90,  Congress  reformed  the  regulation  of  the 
Medicare  supplement  insurance  market.  Significant  provisions  of 
the  reform  are  outlined  below. 

Simplification  of  Policies. — Benefit  options  were  simplified  to  pro- 
vide for  a  core  group  of  benefits,  and  up  to  a  maximum  of  nine 
other  groups  of  defined  Medigap  packages.  The  defined  core  group 
of  benefits  is  common  to  all  defined  Medigap  benefit  packages,  and 
all  Medigap  insurers  are  required  to  offer  the  core  group  of  bene- 
fits. Noncompliance  with  simplification  standards  is  subject  to  a 
civil  monetary  penalty  not  to  exceed  $25,000. 

Uniform  Policy  Description. — Using  uniform  language  and  for- 
mat, insurers  are  required  to  provide  an  outline  of  coverage  to  fa- 
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cilitate  comparisons  among  Medigap  policies  and  comparisons  with 
Medicare  benefits. 

Prevention  of  Duplicate  Medigap  Coverage. — It  is  unlawful  for  a 
Medigap  policy  to  be  issued  unless  the  seller  obtains  from  the  ap- 
plicant a  written,  signed  statement  stating  what  type  of  health  in- 
surance the  applicant  has,  the  source  of  the  health  insurance,  and 
whether  the  applicant  is  entitled  to  Medicaid.  Also,  it  is  unlawful 
to  sell  or  issue  a  Medigap  policy,  or  health  insurance  that  dupli- 
cates a  Medigap  policy  to  an  individual  who  has  a  Medigap  policy, 
unless  the  individual  indicates  in  writing  that  the  policy  replaces 
an  existing  policy  which  will  be  terminated. 

The  direct  sale  of  Medigap  policies  to  Medicaid  beneficiaries  is 
prohibited,  except  in  cases  where  States  pay  the  Medigap  pre- 
miums for  beneficiaries.  Noncompliance  with  these  provisions  will 
be  subject  to  civil  monetary  penalties. 

Loss  Ratios. — Minimum  loss  ratios  were  increased  to  65  percent 
for  individually  sold  Medigap  policies  and  are  75  percent  for  group 
policies.  NAIC  has  developed  a  methodology  for  uniform  calculation 
of  actual  and  projected  loss  ratios  as  well  as  uniform  reporting  re- 
quirements. Policy  issuers  are  required  to  provide  a  refund  or  a 
credit  against  future  premiums  to  assure  that  loss  ratios  comply 
with  requirements.  Noncompliance  with  these  requirements  is  sub- 
ject to  civil  monetary  penalties. 

Renewability,  Replacement,  and  Coverage  Continuation,  Preexist- 
ing Condition  and  Medical  Underwriting  Limitations. — Medigap 
policies  are  required  to  be  guaranteed  renewable.  The  issuer  is  per- 
mitted to  cancel  or  non-renew  the  policy  solely  on  the  grounds  of 
the  health  status  of  the  policyholder.  If  the  Medigap  policy  is  termi- 
nated by  the  group  policyholder  and  is  not  replaced,  the  issuer  is 
required  to  offer  an  individual  Medigap  policy  which  provides  for 
the  continuation  of  benefits  contained  in  the  group  policy. 

Medigap  insurers  are  required  to  offer  coverage  to  individuals, 
regardless  of  medical  history,  for  the  6-month  period  after  an  appli- 
cant turns  65;  and,  for  the  working  aged,  for  a  6-month  period 
when  they  first  enroll  in  Medicare  Part  B.  Also,  insurers  are  pro- 
hibited from  discriminating  in  the  price  of  the  policy,  based  upon 
the  medical  or  health  status  of  the  policyholder.  Violations  of  medi- 
cal underwriting  provisions  are  subject  to  civil  monetary  penalties. 

Premium  Increases. — States  must  have  a  process  for  approving  or 
disapproving  proposed  premium  increases,  and  establish  a  policy 
for  holding  public  hearings  prior  to  approval  of  premium  increases. 

Enforcement  of  Standards. — No  policy  may  be  sold  or  issued  un- 
less the  policy  is  sold  or  issued  in  a  State  with  an  approved  regu- 
latory program,  or  is  certified  by  the  Secretary.  The  previously  in- 
active Supplemental  Health  Insurance  Panel  was  abolished,  and 
the  Secretary  is  required  to  review  State  regulatory  programs. 
States  are  required  to  report  to  the  Secretary  on  the  implementa- 
tion and  enforcement  of  standards. 

If  the  Secretary  finds  that  a  State  program  no  longer  meets  the 
standards,  the  Secretary  must  provide  the  State  with  an  oppor- 
tunity to  adopt  a  plan  of  correction.  If  the  Secretary  makes  a  final 
determination  that  the  State  program  fails  to  meet  the  standards, 
policies  sold  in  such  a  State  are  required  to  be  certified  by  the  Sec- 
retary. 
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State  Approval  of  Policies  Sold  in  the  State.— All  policies  sold  in 
a  State,  including  policies  sold  through  the  mail,  must  be  approved 
by  the  State  in  which  the  policy  is  issued. 

Medicare  Select.— The  Secretary  is  authorized  to  establish  a  3- 
year  demonstration  project  in  up  to  15  States  which  allow  benefits 
under  a  lower-cost  policy  to  be  restricted  to  items  and  services  fur- 
nished by  certain  providers,  if  a  policy  otherwise  complies  with 
Medigap  standards. 

B.  ISSUES  AND  CONGRESSIONAL  RESPONSE 
1.  Medicare  Solvency  and  Cost  Containment 

Controlling  expenditures  within  the  Medicare  program  and  look- 
ing for  ways  to  assure  the  program's  solvency  continue  to  be  among 
the  highest  priority  issues  for  both  the  Congress  and  the  Adminis- 
tration. A  driving  force  for  Medicare  cost  containment  is  the  need 
to  assure  solvency  of  the  Medicare  trust  funds.  The  Hospital  Insur- 
ance (HI)  trust  fund  and  the  Supplementary  Medicare  Insurance 
(SMI)  fund  are  maintained  by  the  Treasury  and  evaluated  each 
year  by  a  board  of  trustees. 

Recent  trustees'  projections  show  financial  problems  ahead  for 
Medicare.  Long-range  deficits  in  the  HI  trust  fund  have  been  pro- 
jected by  the  trustees  since  1975.  Concern  was  heightened  early  in 
1982  when  the  trustees  warned  that  the  trust  fund  could  become 
insolvent  in  1987.  Congress  responded  by  enacting  many  changes 
over  the  following  few  years,  mostly  in  conjunction  with  its  efforts 
to  deal  with  the  Federal  budget  deficits  which,  when  coupled  with 
better  economic  conditions,  pushed  the  projected  point  of  insolvency 
into  the  next  century.  However,  since  1987,  the  situation  has  not 
improved.  The  trustees  repeatedly  have  projected  the  point  of  insol- 
vency occurring  sometime  between  1999  to  2005,  even  though  the 
Congress  continued  to  enact  cost-saving  measures. 

The  SMI  program  is  basically  term  insurance  financed  from  pre- 
miums paid  by  enrollees  and  from  general  revenues.  When  Medi- 
care was  established  in  1965,  the  Part  B  premium  was  set  at  an 
amount  that  would  cover  50  percent  of  program  costs.  Today,  less 
than  25  percent  of  program  costs  are  paid  for  by  the  premium,  even 
though  the  premium  has  grown  quite  rapidly.  While  SMFs  financ- 
ing is  not  constrained  by  a  fixed  tax  rate,  its  steeply  rising  costs 
place  a  strain  on  the  general  resources  of  the  Government  since 
only  one-fourth  of  its  costs  is  financed  by  enrollee  premiums. 

Since  1983,  Congress  has  repeatedly  passed  measures  to  slow  the 
increases  in  SMI  payments  to  physicians  through  across-the-board 
limits  on  fees  and  selective  constraints  on  services  considered  to  be 
overvalued.  However,  the  program's  growth  has  shown  little  signs 
of  abating.  To  a  large  extent,  SMFs  situation  reflects  the  enormous 
price  and  cost  pressures  being  exerted  by  the  medical  sector  of  the 
economy,  notably  for  physician  and  outpatient  hospital  services. 
The  number  of  people  served  by  the  program  has  been  growing  by 
about  600,000  or  about  2  percent  annually,  resulting  in  a  23-per- 
cent increase  since  1980.  In  contrast,  per  capita  expenditures  in  the 
economy  at  large  for  physician  services  rose  by  157  percent  in  the 
1980-89  period.  Those  financed  by  SMI  rose  by  177  percent.  Per 
capita  physician  expenditures  have  been  projected  to  more  than 
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double  again  between  the  year  1987  and  the  year  2000,  and  SMI 
is  projected  to  follow  suit,  with  its  expenditures  rising  from  0.86 
percent  of  gross  domestic  product  in  1991  to  1.69  percent  in  the 
year  2001. 

While  75-year  SMI  projections  are  not  made  by  the  trustees, 
SMI's  costs  will  be  influenced  by  many  factors,  including  inflation 
and  an  aging  society.  Unlike  the  Medicare  Hospital  Insurance 
Fund,  SMI  relies  on  a  fixed  payroll  tax  rate,  and  therefore  will  not 
confront  a  potential  financing  shortfall.  However,  rising  SMI  costs 
exert  pressure  on  Congress  in  other  ways:  (1)  through  program  en- 
rollees  who  complain  about  premium  increases,  and  (2)  through  a 
budget  process  strained  by  the  existence  of  large  deficits.  While 
SMI  does  not  have  an  explicit  limit  imposed  on  its  financial  re- 
sources, the  prospect  of  continuing  large  premium  hikes  and  an  ex- 
panding draw  on  the  Government's  general  resources  are  likely  to 
impose  implicit  limits  on  the  future  financing  of  the  program. 

The  Hospital  Insurance  (HI)  program  is  primarily  financed  by 
payroll  taxes.  Taxes  paid  by  current  workers  are  used  to  pay  bene- 
fits for  current  beneficiaries.  The  introduction  of  the  Prospective 
Payment  System,  along  with  other  factors  slowing  inflation  in  the 
medical  marketplace,  has  given  new  life  to  the  trust  fund. 

In  the  1993  Annual  Report  of  the  Board  of  Trustees  of  the  Fed- 
eral Hospital  Insurance  Trust  Fund,  the  trustees  reported  that 
with  intermediate  economic  projections,  the  present  financing 
schedule  for  the  HI  program  is  sufficient  to  ensure  the  payment  of 
benefits  until  1999.  With  pessimistic  assumptions,  they  predicted 
the  trust  fund  would  be  bankrupt  by  1998. 

The  inadequacy  of  the  present  financing  schedule  of  the  HI  Trust 
Fund  to  ensure  its  long-term  health  remains  a  legitimate  concern. 
Although  recent  efforts  to  reduce  the  costs  of  health  care  paid  for 
by  the  HI  program  have  been  successful,  the  actuarial  deficit  in  the 
HI  program  and  the  probability  of  exhaustion  of  the  trust  fund  pro- 
jected by  the  trustees  are  cause  for  Congressional  concern. 

Moreover,  because  of  changing  demographics,  fewer  workers  will 
be  available  to  support  each  Medicare  beneficiary.  Today,  over  four 
covered  workers  support  each  Medicare  enrollee.  By  the  middle  of 
the  next  century,  only  slightly  more  than  two  covered  workers  will 
support  each  enrollee.  According  to  the  trustees,  however,  all  but 
the  most  optimistic  assumptions  indicate  that  there  will  be  suffi- 
cient reserves  in  the  HI  program  even  before  this  major  demo- 
graphic change  begins  to  occur.  Therefore,  a  need  to  find  ways  to 
ensure  the  same  level  of  benefits  to  future  generations  of  the  elder- 
ly continues. 

2.  Fiscal  Year  1994  Budget  Proposal 

The  President's  fiscal  year  1994  budget  would  have  reduced  Med- 
icare outlays  below  current  law  levels  by  $2.6  billion  in  fiscal  years 
1994  and  $45.8  billion  in  the  5  years  between  1994-98.  These  re- 
ductions would  have  been  achieved  mainly  through  reductions  in 
reimbursement  to  providers,  rather  than  through  changes  in  bene- 
fits. In  addition  to  the  Medicare  outlay  reductions,  the  budget  in- 
cluded tax  changes  that  would  have  increased  revenues  to  the  Part 
A  trust  fund  by  $4.8  billion  in  fiscal  years  1994  and  $55.8  billion 
in  the  5  years  between  1994-98. 
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PART  A.— The  President's  proposed  budget  included  net  reduc- 
tions in  Part  A  of  $16.1  billion  between  fiscal  years  1994-98.  These 
savings  included  reductions  in  reimbursement  for  inpatient  hos- 
pital services  and  skilled  nursing  facilities. 

PART  B. — The  Administration's  budget  proposal  included  a  list 
of  outlay  reductions  for  Medicare  Part  B.  Only  one  of  those  changes 
would  have  had  an  immediate  impact  on  beneficiary  out-of-pocket 
expenses  for  Part  B  enrollment.  The  President's  proposal  would 
have  changed  the  way  that  Part  B  premiums  are  calculated  so  that 
these  premiums  would  cover  a  somewhat  higher  proportion  of  pro- 
gram costs  and  beneficiaries  would  eventually  pay  higher  pre- 
miums than  they  would  if  current  policy  remained  in  place.  Under 
the  President's  plan,  Part  B  outlays  would  have  been  reduced  by 
$21.5  billion  over  the  period  between  fiscal  years  1994-98. 

Under  the  Administration's  formula  for  calculating  Part  B  pre- 
miums, it  was  estimated  that  in  1996  the  premium  would  be 
$47.30,  and  that  this  level  would  generate  revenues  to  cover  27.2 
percent  of  Part  B  program  costs.  For  1997  and  1998,  the  Adminis- 
tration proposed  to  increase  the  Part  B  premium  to  levels  that 
would  continue  to  cover  27.2  percent  of  program  costs. 

3.  Omnibus  Budget  Reconciliation  Act  of  1993 

On  May  27,  1993,  the  House  passed  H.R.  2264,  OBRA  93.  The 
bill  contained  separate  Medicare  provisions  reported  by  the  Com- 
mittees on  Ways  and  Means  and  Energy  and  Commerce.  As  with 
previous  reconciliation  legislation,  H.R.  2264  contained  conflicting 
provisions  reported  by  the  two  committees.  The  Ways  and  Means 
Committee  substituted  an  across-the-board  freeze  on  inflation  in- 
creases in  provider  payment  rates,  and  rejected  many  of  the  Presi- 
dent's specific  savings  proposals.  The  Energy  and  Commerce  Com- 
mittee adopted  more  of  the  Administration's  proposals.  The  Ways 
and  Means  Committee  provisions  would  have  reduced  Medicare 
outlays  $50.5  billion  between  fiscal  years  1994-98,  and  Energy  and 
Commerce  Committee  provisions  would  have  reduced  outlays  $28  1 
billion. 

On  June  25,  1993,  the  Senate  passed  an  amended  version  of  H.R. 
2264.  The  Senate  bill  included  many  of  the  President's  proposals, 
along  with  deeper  reductions  in  reimbursement  to  providers. 

The  conference  agreement  on  OBRA  93  was  passed  by  the  House 
on  August  5,  1993,  and  by  the  Senate  on  August  6,  1993,  and  was 
signed  into  law  as  P.L.  103-66.  OBRA  93  includes  $55.8  billion  in 
Medicare  savings.  These  savings  are  achieved  mostly  through  re- 
ductions in  inflation  allowances  for  provider  reimbursement,  along 
with  a  continuation  of  current  law  policy  of  setting  the  Part  B  pre- 
miums at  a  level  to  cover  25  percent  of  program  costs.  Specific  pro- 
visions are  discussed  below. 

4.  Issues  Affecting  Part  A  Medicare  Payments 

The  Medicare  prospective  payment  system  has  had  a  significant 
effect  on  the  growth  in  Medicare  expenditures  for  hospital  services. 
A  recent  decrease  of  real  Medicare  expenditures  per  enrollee  is  due 
in  large  part  to  a  slow-down  in  spending  for  hospital  services.  In 
spite  of  this  success,  the  Congress  has  continued  to  turn  to  the 
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Medicare  program  to  produce  savings  to  reduce  the  Federal  budget 
deficit. 

The  Administration's  fiscal  year  1994  budget  proposed  net  Part 
A  reductions  of  $16.1  billion  for  fiscal  years  1994  to  1998.  Savings 
included  reductions  in  reimbursement  for  inpatient  hospital  serv- 
ices and  skilled  nursing  facilities,  offset  by  increased  spending  for 
rural  hospitals.  The  final  conference  agreement  includes  $23.3  bil- 
lion in  savings  from  Part  A.  Major  provisions  of  OBRA  93  that  af- 
fect hospitals  are  discussed  below. 

Since  1983,  Medicare  has  used  a  prospective  payment  system 
(PPS)  for  most  inpatient  hospital  services.  Under  PPS,  each  Medi- 
care-eligible hospital  inpatient  is  classified  into  1  of  487  diagnosis- 
related  groups  (DRGs)  based  on  the  patient's  DRG  classification. 
Separate  PPS  rates  apply  depending  on  whether  a  hospital  is  lo- 
cated in  a  large  urban  area,  other  urban  area,  or  rural  area.  The 
rates  are  adjusted  for  differences  in  hospital  wage  levels  in  dif- 
ferent areas  and  for  certain  other  factors. 

The  overall  increase  in  PPS  payment  rates  each  year  is  deter- 
mined by  an  update  factor.  This  factor  is  based  in  part  on  the  pro- 
jected increase  in  "market  basket  index"  (MBI),  which  estimates 
the  costs  of  the  goods  and  services  hospitals  must  purchase  to  pro- 
vide care.  Since  fiscal  year  1986,  Congress  has  repeatedly  set  the 
update  factor  at  a  level  below  the  MBI  increase. 

The  President's  budget  proposed  changes  in  current  law  relating 
to  the  update  factor.  OBRA  93  sets  urban  updates  at  MBI-2.5  per- 
centage for  fiscal  years  1994-95;  rural  updates  will  be  MBI-1  per- 
centage in  fiscal  year  1994  and  the  amount  needed  to  equal  the 
"other  urban"  rate  in  fiscal  year  1995.  Updates  for  all  hospitals  will 
be  MBI-2  percentage  in  fiscal  year  1996  and  MBI-0.5  percentage 
in  fiscal  year  1997.  Updates  for  PPS-exempt  hospitals  are  set  at 
MBI-1  percentage  in  fiscal  years  1994-97.  Total  savings  are 
$21,129  billion  for  fiscal  years  1994-98.  The  agreement  on  OBRA 
93  also  extends  the  "regional  floor,"  provision  that  gives  higher 
basic  rates  to  hospitals  in  regions  with  historically  high  costs.  The 
extension  will  cost  $440  million  in  fiscal  years  1994-97. 

The  President's  budget  proposed  extending  two  expiring  provi- 
sions benefiting  certain  rural  hospitals — regional  referral  centers 
and  Medicare  dependent  hospitals.  The  provisions  were  included  in 
OBRA  93,  at  a  projected  cost  of  $179  million  in  fiscal  years  1994- 
95. 

Hospital  capital  expenses  (the  costs  of  building  or  acquiring  fa- 
cilities and  major  equipment)  are  excluded  from  PPS  payments. 
Until  fiscal  year  1992,  Medicare  payments  for  capital  costs  were 
based  on  each  hospital's  actual  expenses,  subject  to  statutory  per- 
centage reductions.  Since  fiscal  year  1992,  Medicare  has  instead 
paid  for  capital  on  a  prospective  per-case  basis,  with  each  hospital's 
payment  rates  based  on  a  blend  of  its  own  actual  costs  and  a 
standard  Federal  rate.  Under  current  law,  capital  payment  rates 
for  fiscal  year  1994  and  fiscal  year  1995  are  to  be  adjusted  to 
produce  an  aggregate  10  percent  savings  relative  to  what  would 
have  been  paid  on  a  full  reasonable  cost  basis.  The  President's  pro- 
posal would  have  extended  this  10  percentage  reduction  through 
fiscal  year  1998.  The  conference  agreement  on  OBRA  93  reduces 
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the  Federal  rate  by  7.4  percent  in  fiscal  years  1996-98,  for  savings 
of  $1,428  billion  h 

5.  Issues  Affecting  Part  B  Medicare  Payments 

From  1984-87  Congress  made  a  number  of  legislative  adjust- 
ments to  the  way  Medicare  pays  physicians.  Despite  the  adjust- 
ments, the  physician  payment  system  remained  relatively  intact, 
with  payments  made  for  each  service  rendered.  These  adjustments^ 
designed  to  stem  the  dramatic  expenditure  increases  within  Part  B, 
were  not  successful  in  slowing  the  increases. 

The  growth  in  physician  payments  under  the  Medicare  program 
has  been  the  focus  of  a  great  deal  of  attention.  Many  have  sug- 
gested that  both  the  individual  prices  and  the  unit  of  payment  are 
inflationary  and  create  price  distortions.  Others  believe  that  these 
imbalances  created  financial  incentives  that  inappropriately  influ- 
ence physicians'  decisions  about  what  services  to  provide,  location 
of  their  practices,  and  specialty  choice. 

As  part  of  OBRA  89,  the  Congress  established  a  new  payment 
system  for  physician  services  paid  for  by  Medicare.  Under  the  new 
system,  payments  are  made  under  a  fee  schedule  that  assigns  rel- 
ative values  to  services  based  on  the  time,  skill,  and  intensity  ii 
takes  physicians  to  provide  them.  The  relative  values  are  adjusted 
for  geographic  variations  in  the  costs  of  practicing  medicine  and  ob- 
taining malpractice  insurance.  The  adjusted  relative  values  are 
then  converted  into  a  dollar  payment  amount  by  a  conversion  fac- 
tor. 

Implementation  of  the  new  system  has  been  relatively  smooth. 
However,  several  issues  generated  concern  in  the  physician  com- 
munity; these  included  how  payments  were  made  for  interpretation 
of  electrocardiograms  and  payments  to  new  physicians.  Also  of  con- 
cern was  the  fact  that  some  physicians  were  charging  beneficiaries 
more  than  permitted  under  the  "balance  billing"  limits. 

As  part  of  an  effort  to  reduce  the  deficit,  in  1993  Congress  pro- 
duced $23.4  billion  in  savings  from  Medicare  Part  B.  The  major 
provisions  affecting  Part  B  included  in  OBRA  93  are  discussed 
below. 

The  President's  proposal  would  have  retained  current  law  for  cal- 
culating the  Part  B  premium  for  1996.  Specifically  the  proposal 
would  have  increased  1995's  Part  B  premium  by  the  same  percent- 
age used  for  Social  Security's  COLA.  Under  this  formula,  the  Ad- 
ministration estimated  that  the  premium  in  1996  would  be  $47.30, 
and  at  this  level  would  generate  revenues  to  cover  27.2  percent  of 
Part  B  costs.  For  1997  and  1998,  the  Administration  proposed  to 
increase  the  premium  to  levels  that  would  continue  to  cover  27.2 
percent  of  program  costs.  Projected  savings  from  the  proposal  were 
$6.7  billion  for  fiscal  years  1997-98. 

Both  the  House  and  Senate  rejected  the  President's  proposal  to 
increase  the  Part  B  premium  to  cover  a  higher  percentage  of  pro- 
gram costs.  The  conference  agreement  on  OBRA  93  extends  current 
policy  of  setting  the  Part  B  premium  at  level  to  cover  25  percent 
of  program  costs  and  does  so  through  1998.  Savings  are  estimated 
to  be  $7.8  billion  for  fiscal  years  1996-98.  The  Congressional  Budg- 
et Office  estimates  that  the  Part  B  premium  will  be  $50.20  per 
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month  in  1996,  $56  per  month  in  1997,  and  $62.20  per  month  in 
1998. 

The  President's  budget  proposed  giving  the  full  physician  fee 
schedule  update  for  primary  care  services,  and  approximately  2 
percentage  points  less  than  the  full  update  for  all  other  services. 
Projected  savings  from  this  change  were  $1.7  billion  for  fiscal  years 
1994-98. 

OBRA  93  reduces  the  update  for  1994  by  3.6  percentage  points 
for  surgical  services  and  2.6  percentage  points  for  nonsurgical  serv- 
ices; no  reduction  will  be  made  for  primary  care.  For  1995,  the  up- 
date will  be  reduced  by  2.7  percentage  points  for  surgical  and  all 
other  services,  except  that  primary  care  will  receive  the  full  update. 
Savings  are  estimated  at  $4.4  billion  for  fiscal  years  1994-98. 

The  President's  budget  proposal  contained  a  number  of  provi- 
sions that  were  intended  to  reduce  Medicare  payments  for  DME. 
Projected  savings  from  these  changes  were  $685  million  for  fiscal 
years  1994-98.  OBRA  93  contains  a  provision  to  substitute  the  me- 
dian for  the  weighted  average  of  local  payment  amounts  for  DME 
national  payment  limits.  It  eliminates  the  1994  and  1995  payment 
updates  for  prosthetics  and  orthotics  and  parental  and  enteral  sup- 
plies. These  and  other  provisions  are  estimated  to  produce  savings 
of  $934  million  for  fiscal  years  1994-98. 

6.  End  Stage  Renal  Disease  Program 

Since  1973,  the  Medicare  program  has  paid  for  the  medical  and 
related  health  care  services  for  over  90  percent  of  the  U.S.  popu- 
lation with  end  stage  renal  disease  (ESRD).  ESRD,  or  chronic  renal 
failure,  occurs  when  an  individual  irreversibly  loses  a  sufficient 
amount  of  kidney  function  so  that  life  cannot  be  sustained  without 
treatment.  If  the  kidneys  lose  their  ability  to  function,  the  blood 
cannot  be  cleansed  of  metabolic  waste  products  and  the  patient  will 
die  from  toxemia.  The  primary  form  of  treatment  for  ESRD  is  some 
form  of  continuous  kidney  dialysis,  where  the  blood  is  filtered  and 
the  waste  products  in  the  blood  are  removed.  Kidney  transplan- 
tation is  also  performed  on  a  select  number  of  patients,  which  obvi- 
ates the  need  for  continuous  dialysis. 

As  of  January  1,  1993,  about  157,000  Americans  were  receiving 
some  form  of  continuous  dialysis  treatment.  Of  these,  129,000  indi- 
viduals (or  82  percent  of  the  total  dialysis  population)  received  dial- 
ysis in  an  outpatient  setting,  such  as  a  dialysis  center  of  hospital. 
The  remainder,  or  about  28,000  (or  18  percent),  were  able  to  per- 
form dialysis  at  home.  As  the  primary  insurer  for  ESRD  related 
services,  Medicare  paid  for  the  care  of  150,000  of  these  ESRD  pa- 
tients in  the  United  States,  or  about  95  percent  of  the  total.  The 
majority  of  Medicare's  ESRD  population,  or  about  55  percent  is 
white,  while  33  percent  is  black,  and  12  percent  is  of  other  races. 

The  Medicare  ESRD  population  divides  almost  evenly  among 
gender,  with  males  constituting  52  percent  of  the  population,  and 
females  constituting  about  48  percent.  The  majority  of  ESRD  pa- 
tients in  the  United  States  are  elderly.  Because  of  the  increasing 
number  of  elderly  patients  in  this  country,  the  number  of  ESRD 
patients  in  the  United  States  is  expected  to  increase  over  the  next 
few  years. 
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In  1992,  40  percent  of  the  Medicare  ESRD  population  was  over 
age  65.  In  fact,  61  percent  of  the  Medicare  ESRD  population  was 
55  years  of  age  or  older.  That  is  because  kidney  failure  is  often  the 
result  of  one  or  multiple  underlying  chronic  medical  conditions. 
Data  show  that  30  percent  of  the  Medicare  ESRD  population  suffer 
with  diabetes,  28  percent  have  hypertension  and  heart  disease,  and 
almost  20  percent  have  had  chronic  kidney  disease  for  most  of  their 
life.1  Although  the  majority  of  the  ESRD  population  is  elderly, 
ESRD  does  affect  individuals  of  all  ages. 

The  total  Medicare  ESRD  program  cost  in  1990,  the  last  year  for 
which  accurate  expenditure  data  are  available,  was  $5.3  billion. 
Total  cost  for  dialysis  patients  was  $4.4  billion,  while  the  cost  of 
performing  transplants  totalled  $888  million.  The  cost  of  maintain- 
ing those  patients  that  already  had  kidney  transplants  was  $308 
million. 

In  1990,  Medicare  spent,  on  average,  $33,000  per  year  to  treat 
a  patient  on  dialysis.  This  represented  an  increase  of  about  6  per- 
cent from  the  previous  year.  While  most  of  these  expenditures  are 
for  the  actual  dialysis  treatments,  about  $8,000  represents  expendi- 
tures for  recombinant  erythropoietin  (rEPO),  a  biological  product 
used  to  treat  the  anemia  of  chronic  renal  failure.  A  more  detailed 
explanation  of  the  Medicare  program's  expenditures  and  reim- 
bursement policies  for  rEPO  is  provided  below. 

These  ESRD  patients  who  are  not  covered  by  Medicare  are  either 
covered  by  Medicaid,  private  insurance  (including  those  who  have 
employer  group  health  insurance  coverage  for  the  first  year  of 
ESRD,  with  Medicare  becoming  the  primary  insurer  after  18 
months  after  diagnosis),  are  foreign  nationals,  or  are  individuals 
who  do  not  have  coverage  for  service. 

(A)  SECONDARY  PAYER  PROVISIONS  FOR  ESRD  BENEFICIARIES 

Currently,  the  Medicare  program  is  secondary  payer  to  certain 
employee  group  health  plans  covering  beneficiaries  with  ESRD  dur- 
ing the  first  18  months  of  the  beneficiary's  entitlement  to  Medicare 
on  the  basis  of  ESRD.  This  provision  of  law  was  set  to  expire  on 
September  30,  1995.  In  OBRA  93,  Congress  extended  this  provision 
for  3  additional  years  until  September  30,  1998.  This  provision  was 
included  in  this  legislation  primarily  as  a  means  of  reducing  total 
Medicare  ESRD  program  expenditures. 

(B)  MEDICARE  PAYMENTS  FOR  RECOMBINANT  ERTYTHROPOIETIN 

Under  current  law,  Medicare  pays  for  all  medical  services  related 
to  treatment  of  ESRD.  This  includes  payment  for  rEPO,  a  biologi- 
cal which  is  used  to  treat  the  anemia  that  is  associated  with  chron- 
ic renal  failure. 

Anemia,  or  a  lack  of  red  blood  cells  in  the  body,  is  common  in 
individuals  who  are  unable  to  produce  the  naturally  occurring  sub- 
stance erythropoietin,  which  is  made  by  healthy  kidneys.  Erythro- 
poietin (EPO)  is  responsible  for  manufacturing  red  blood  cells  in 
the  body.  Individuals  in  renal  failure  are  unable  to  produce  EPO, 
causing  a  constant  state  of  chronic  anemia.  Because  of  the  anemia, 
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dialysis  patients  are  often  weak,  lethargic,  and  unable  to  perform 
the  normal  activities  of  daily  living.  Studies  show  that  regular  ad- 
ministrations of  rEPO  alleviates  the  anemia  and  enables  dialysis 
patients  to  live  more  normal  lives. 

Medicare's  payment  policy  and  expenditures  for  rEPO  have  been 
subject  to  intense  Congressional  oversight  since  the  product  was 
first  approved  by  the  FDA  in  1989.  This  oversight  results  from  the 
fact  that  the  ESRD  program  incurs  millions  of  dollars  in  expendi- 
tures to  pay  for  administrations  of  this  biological.  Over  two-thirds 
of  all  Medicare  Part  B  expenditures  on  prescription  drugs  and 
biologicals  are  attributable  to  rEPO  costs. 

The  program  incurs  significant  expenditures  for  the  product  be- 
cause it  is  very  expensive  and  because  a  high  proportion  of  ESRD 
patients  receive  the  product  on  a  regular  basis.  Medicare  costs  for 
rEPO  now  constitute  about  8  percent  of  total  ESRD  program  ex- 
penditures. For  example,  in  1989,  government  expenditures  for 
rEPO  were  $45  million,  in  1990  they  were  $250  million,  in  1991 
they  were  $310  million,  and  in  1992  they  were  $450  million.  In 
total,  Medicare  has  incurred  costs  of  about  $1  billion  for  this  bio- 
logical since  it  was  approved. 

Medicare's  most  recent  payment  policy  for  rEPO  provided  $11 
per  1,000  units  administered  (rounded  to  the  nearest  100  units)  for 
dialysis  patients  receiving  treatment  in  dialysis  facilities.  This  pay- 
ment of  $11  per  1,000  units  administered  was  made  as  an  add-on 
to  the  composite  rate  that  a  dialysis  facility  receives  for  each  ses- 
sion in  which  the  patient  received  dialysis.  On  average,  dialysis  pa- 
tients receive  3,300  units  of  rEPO  during  each  dialysis  session. 
This  added  about  $33  to  Medicare's  costs  per  dialysis  treatment 
cost,  which  is  about  $129. 

In  order  to  contain  Medicare's  total  expenditures  for  rEPO,  Con- 
gress reduced  Medicare  payments  for  rEPO  to  dialysis  facilities  in 
OBRA  93  from  $11  to  $10  per  1,000  units  beginning  January  1, 
1994.  The  payment  of  $10  per  1,000  units  will  still  be  made  as  an 
add-on  to  the  composite  rate, 

By  reducing  the  reimbursement  to  dialysis  facilities  in  OBRA  93, 
it  was  hoped  that  pressure  would  be  brought  to  bear  on  the  manu- 
facturer of  the  product,  Amgen,  Inc.,  of  Thousand  Oaks,  CA,  to 
lower  the  purchasing  costs  of  the  biological  to  the  dialysis  facilities. 

However,  because  the  current  list  price  for  the  drug  is  $40  per 
4,000  units,  or  $10  per  1,000  units,  dialysis  facilities  expressed  con- 
cern that  the  manufacturer  would  not  reduce  the  sales  price,  and 
that  the  cost  of  purchasing  the  biological  and  the  reimbursement 
rate  from  Medicare  would  be  identical.  This  new  reimbursement 
level  would  then  become  inadequate  to  cover  the  other  incidental 
costs  involved  in  administering  the  biological,  such  as  nursing  time 
and  supplies,  such  as  syringes.  As  an  unintended  consequence,  this 
might  result  in  a  reduction  of  rEPO  being  provided  to  the  patient 
in  some  cases.  The  impact  of  this  reimbursement  policy  change  on 
rEPO  administration  levels  to  individuals  receiving  dialysis  will 
have  to  be  monitored  closely  by  HCFA. 

Senator  Pryor  and  others  expressed  concern  about  the  impact  of 
this  payment  policy  on  the  ability  of  dialysis  facilities  to  administer 
the  appropriate  amount  of  the  biological  to  individuals  receiving  di- 
alysis. Instead  of  lowering  the  reimbursement  rate  to  reduce  Medi- 
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care  rEPO  costs,  the  Congress  could  have  required  the  manufac- 
turer of  the  biological  to  pay  a  rebate  to  Medicare.  This  would  be 
analogous  to  the  rebates  currently  being  paid  by  manufacturers 
whose  drugs  are  covered  by  the  Medicaid  prescription  drug  pro- 
gram. This  rebate  program  has  significantly  reduced  the  rate  of 
drug  price  inflation  for  the  Medicaid  program. 

(C)  EXTENSION  OF  MEDICARE  IMMUNOSUPPRESSIVE  DRUG  COVERAGE 

The  Medicare  program  provides  coverage  of  immunosuppressive 
drugs  for  the  first  year  after  an  individual  has  had  a  kidney  or 
liver  transplant.  These  drugs  include  cyclosporin,  prednisone, 
orthoclone,  and  others  that  are  needed  to  increase  the  chances  that 
the  body  will  not  reject  the  newly-transplanted  organ.  Individuals 
taking  these  drugs  pay  20  percent  of  their  costs  under  Medicare 
Part  B.  Because  these  drugs  tend  to  be  very  expensive,  coverage  for 
these  drugs  has  helped  to  assure  the  success  of  many  transplant 
procedures  that  may  have  otherwise  failed  if  the  individual  had 
been  unable  to  afford  the  necessary  medications. 

The  Medicare  ESRD  program  will  pay  for  a  kidney  transplant  for 
certain  kidney  failure  patients.  While  the  cost  of  a  kidney  trans- 
plant may  be  expensive  up  front,  it  is  less  costly  over  the  long  term 
to  the  Medicare  program  to  provide  a  kidney  transplant  than  to 
maintain  an  individual  on  long-term  dialysis  treatments. 

However,  because  these  expensive  immunosuppressive  medica- 
tions are  often  taken  for  several  years  after  the  transplant,  many 
individuals  have  difficulty  paying  for  them  once  the  1-year  Medi- 
care coverage  elapses.  This  could  ultimately  lead  to  the  rejection  of 
the  transplanted  organ  by  the  body,  and  a  return  to  more  costly  di- 
alysis procedures.  Therefore,  Congress  has  tried  for  several  years 
to  enhance  coverage  of  these  drugs  beyond  1  year. 

Under  OBRA  93,  Congress  extended  coverage  for  these  drugs  for 
18  months  beginning  in  January  1995,  for  24  months  in  January 
1996,  for  30  months  in  January  1997,  and  for  36  months  in  Janu- 
ary 1998.  This  provision  will  help  many  individuals  continue  to  af- 
ford these  vital,  but  expensive  medications  for  longer  than  1  year 
after  their  transplant. 

Coverage  for  these  immunosuppressive  drugs  will  be  even  fur- 
ther improved  under  the  President's  proposed  health  care  reform 
legislation.  Prescription  drugs,  including  immunosuppressives, 
would  be  covered  by  Medicare  and  other  private  health  care  plans 
without  any  limit  on  the  number  of  years  that  they  would  be  cov- 
ered. 

An  individual's  out-of-pocket  costs  for  these  drugs  would  be 
capped  as  well.  For  the  Medicare  population,  out-of-pocket  drug 
costs  would  be  limited  to  $1,000  per  year  after  meeting  an  annual 
$250  deductible  and  paying  20  percent  of  the  cost  of  each  prescrip- 
tion. Under  private  health  care  plans,  these  out-of-pocket  prescrip- 
tion drug  costs  would  be  capped  at  $1,500  per  person  per  year  and 
$3,000  per  family  per  year. 


160 


7.  Prescription  Drugs 

(A)  background 

Medicaid  provides  coverage  for  prescription  drugs  used  as  part  of 
a  hospital  stay,  but  in  general  does  not  cover  outpatient  prescrip- 
tion drugs.  There  are  some  exceptions,  which  include  prescription 
drugs  used: 

In  conjunction  with  dialysis  treatment  under  the  Medicare 
End  State  Renal  Disease  (ESRD)  program.  Items  covered 
under  this  program  include  recombinant  erythropoietin 
(REPO),  used  in  the  treatment  of  anemia  which  often  is  a  com- 
plication of  chronic  renal  failure; 

Incidental  to  a  physician's  service  if  provided  in  the  physi- 
cian's office,  such  as  an  injectable  product; 

In  immunosuppressive  therapy,  such  as  cyclosporin,  for  the 
first  year  after  an   individual   receives   a   Medicare-approved 
transplant,  such  as  a  kidney  or  liver  transplant;  and 
Oral  cancer  drugs,  in  certain  cases. 
The  most  significant  omission  from  the  Medicare  program  is  gen- 
eral coverage  for  outpatient  prescription  drugs.  Congress  has  made 
several  attempts  to  add  this  benefit  to  Medicare  since  1965,  but 
has  not  been  able  to  do  so.  The  issue  of  enhanced  outpatient  pre- 
scription drug  coverage  for  older  Americans  will  most  likely  be  ad- 
dressed as  part  of  health  care  reform. 

As  an  option  to  the  current  fee-for-service  program,  Medicare 
beneficiaries  can  choose  to  obtain  all  the  health  care  services  from 
a  managed  care  plan  that  has  a  risk  contract  with  the  Medicare 
program.  Some  of  these  managed  care  plans  offer  outpatient  pre- 
scription drugs  as  part  of  their  standard  benefits  package,  however 
the  majority  of  them  do  not.  According  to  the  Group  Health  Asso- 
ciation of  America,  only  34  of  107  plans  that  have  risk  contracts 
with  Medicare  offer  prescription  drugs  as  part  of  their  standard 
benefits  package.  Therefore,  enrollment  in  a  managed  care  plan 
with  a  Medicare  risk  contract  is  an  alternative  for  Medicare  bene- 
ficiaries to  obtain  prescription  drugs,  but  only  about  one-third  of 
the  plans  offer  the  drug  benefit  as  part  of  the  overall  package. 

(B)  CURRENT  POLICY  ISSUES/RECENT  LEGISLATIVE  CHANGES 
(1)  Expansion  of  Immunosuppressive  Drug  Coverage 

Medicare  Part  B  currently  covers  the  cost  of  certain  immuno- 
suppressive drugs  for  1  year  after  a  beneficiary  has  received  a  kid- 
ney or  liver  transplant.  Medicare  beneficiaries  pay  20  percent  of 
the  charges  for  these  drugs.  While  this  coverage  has  helped  to  de- 
fray the  cost  of  these  expensive  drugs  for  1  year,  these  Medicare 
beneficiaries  are  then  oftentimes  unable  to  afford  them  after  the  1 
year  coverage  lapses.  Without  these  drugs,  which  need  to  be  taken 
on  a  chronic  basis,  the  chance  of  the  patient  rejecting  the  trans- 
planted organ  increases  significantly. 

In  order  to  help  Medicare  beneficiaries  pay  for  the  cost  of  these 
drugs  after  1  year,  Congress  extended  the  coverage  of  immuno- 
suppressive drugs  under  OBRA  93.  Beginning  in  1995,  Medicare 
coverage  of  immunosuppressive  drugs  will  increase  to  18  months, 
and  increase  to  24  months  in   1996,  30  months  in   1997,  and  36 
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months  in  1998.  Under  the  President's  proposed  health  care  reform 
plan,  all  health  care  plans,  including  Medicare,  would  have  to  cover 
these  prescription  drugs  without  a  time  limit. 

(2)  Coverage  of  Oral  Cancer  Drugs 

Beginning  in  1994,  Medicare  will  cover  oral  cancer  drugs  if  the 
active  ingredient  in  the  oral  form  of  the  drug  is  the  same  as  the 
active  ingredient  in  the  intravenously  administered  form  of  the 
anti-cancer  drug  already  covered  by  Medicare.  Under  this  provi- 
sion, Medicare  would  cover  the  FDA-approved  indications  (com- 
monly known  as  "off-label"  use)  for  the  oral  cancer  drug  which  ap- 
pears in  any  one  of  the  three  authoritative  medical  compendia. 

These  compendia  are  the  America  Hospital  Formulary  Service, 
the  United  States  Pharmacopeia  Drug  Information,  or  the  Amer- 
ican Medical  Association  Drug  Evaluations.  These  medical  compen- 
dia are  peer  reviewed,  scientifically  based  medical  texts  which  con- 
tain the  latest,  up-to-date  information  about  the  use  of  prescription 
medications.  These  compendia  often  contain  information  about  the 
uses  of  drugs  which  are  commonly  accepted  by  the  medical  commu- 
nity, but  have  not  been  officially  reviewed  or  approved  by  the  FDA 
as  a  labeled  use  of  the  drug.  The  Secretary  has  the  authority  to  re- 
vise the  list  of  compendia  which  are  used  as  the  basis  for  determin- 
ing "off  label"  medical  uses  for  oral  cancer  drugs. 

Under  the  legislation,  the  Secretary  may  determine  that  a  medi- 
cal use  for  an  oral  cancer  listed  in  any  one  of  these  compendia  is 
not  medically  appropriate,  and  not  provide  payment  for  the  use.  In 
addition,  the  Medicare  carriers  have  the  discretion  to  use  certain 
peer  reviewed  medical  journals,  as  determined  by  the  Secretary,  to 
determine  the  medical  conditions  described  in  these  journals  for 
which  these  oral  cancer  drugs  will  be  covered  by  Medicare. 

The  significant  emphasis  in  the  legislation  on  providing  for  "off 
label"  use  of  oral  cancer  drugs  is  very  important.  That  is  because 
drug  treatment  of  cancers  changes  rapidly.  Often  the  successful  use 
of  a  certain  drug  in  a  particular  cancer,  or  the  combination  of  drugs 
to  treat  a  cancer,  has  not  been  approved  by  the  FDA,  but  is  re- 
ported in  the  medical  literature  and  becomes  a  common  medical 
practice  long  before  the  uses  of  these  drugs  are  ever  approved  or 
reviewed  by  the  FDA.  Without  providing  payment  for  these  off 
label  uses,  Medicare  beneficiaries  would  not  have  access  to  the 
most  current  medical  approach  to  drug  therapy  in  the  treatment  of 
cancers. 

As  of  January  1994,  the  only  oral  cancer  drugs  that  HCFA  was 
covering  under  this  new  policy  included  cyclophosphamide, 
etoposide,  mephalan,  and  methotrexate. 

(3)  Vaccination  Coverage 

Certain  preventative  vaccinations,  such  as  pneumococcal  and  in- 
fluenza vaccinations,  are  also  covered  for  Medicare  beneficiaries. 
While  Medicare  has  covered  the  pneumococcal  vaccine  for  some 
time,  it  just  began  to  pay  for  the  influenza  shots  on  May  1,  1993. 
Medicare  estimates  that  15  million  beneficiaries  may  receive  the 
flu  shot  under  the  new  coverage  policy.  Medicare  waives  the  usual 
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Part  B  20-percent  copayment  to  encourage  Medicare  beneficiaries 
to  obtain  these  vaccines. 

Medicare's  decision  to  cover  the  flu  vaccine  resulted  from  a  4- 
year  demonstration  project  which  showed  that  flu  vaccination  lev- 
els increased  to  60  percent  in  the  areas  in  which  Medicare  covered 
the  vaccine  free  of  charge,  compared  to  the  national  average  vac- 
cination rate  of  41  percent.  When  these  free  vaccinations  were  of- 
fered to  older  Americans,  more  were  encouraged  to  obtain  the  vac- 
cination, resulting  in  fewer  hospital-related  influenza  admissions. 

(4)  Medicare  Outpatient  Prescription  Drug  Coverage 

The  cost  and  affordability  of  prescription  drugs  has  been  an  im- 
portant issue  for  older  Americans  for  decades.  Most  recently,  the 
inability  of  millions  of  older  Americans  to  afford  their  prescription 
medications  has  become  an  even  more  significant  problem  because 
of  rapidly  escalating  prescription  drug  price  increases. 

The  President's  Task  Force  on  Health  Care  Reform  was  charged 
with  addressing  these  issues,  and  developing  policy  options  to  con- 
sider. As  a  result  of  the  work  of  the  Task  Force,  the  President's 
health  care  reform  plan  includes  several  provisions  relating  to  im- 
proving access  to  prescription  drugs,  and  assuring  that  they  are 
priced  reasonably  for  the  reformed  health  care  system.  These  provi- 
sions are  described  in  greater  detail  in  the  chapter  on  health  care 
reform. 


Chapter  9 


MEDICAID  AND  LONG-TERM  CARE 

OVERVIEW 

In  the  current  discussions  about  health  care  reform,  long-term 
care  has  advanced  to  the  forefront  as  a  key  issue  of  interest  and 
debate.  There  is  unprecedented  consensus  that  long-term  care 
needs  to  be  a  part  of  any  discussion  about  government,  private  sec- 
tor, and  personal  responsibility  for  health  care.  Private  individuals 
and  policymakers  alike  have  an  enhanced  awareness  of  the  scope 
and  importance  of  long-term  care.  The  public  discussion  acknowl- 
edges that  long-term  care  isn't  just  nursing  homes,  and  it  isn't  just 
for  the  elderly.  Among  older  people,  who  still  use  the  majority  of 
long-term  care  services,  there  is  a  drive  for  change.  Perhaps  the 
most  compelling  argument  for  change  is  the  fact  that  the  expense 
of  long-term  care,  especially  nursing  home  care,  can  bankrupt  a 
family.  Another  argument  for  change  is  the  preference  of  most 
older  people  to  receive  services  in  home  and  community-based  set- 
tings. Advocates  for  populations  that  need  long-term  care  have  said 
in  unison  that  a  full  range  of  services  should  be  provided  to  ensure 
that  people  who  need  long-term  care  have  the  opportunity  to  re- 
ceive the  type  of  services  they  want  in  the  setting  they  prefer. 

Long-term  care  describes  the  set  of  services  provided  to  individ- 
uals with  disabilities  or  chronic  health  conditions  that  dictate  a 
need  for  ongoing  assistance.  It  differs  from  other  types  of  health 
care  in  that  the  goal  of  long-term  care  is  not  to  cure  an  illness,  but 
to  allow  an  individual  to  attain  and  maintain  an  optimal  level  of 
functioning.  Long-term  care  also  differs  from  other  types  of  health 
care  in  that  it  includes  services  that  are  social,  as  opposed  to  pure- 
ly medical,  in  orientation.  Indeed,  for  many  persons  needing  long- 
term  care,  a  mixture  of  social  services  can  best  meet  their  needs. 
Because  an  individual's  needs  can  change,  long-term  care  is  most 
effective  when  it  encompasses  a  true  continuum  of  services. 

Despite  the  advances  in  our  thinking  about  long-term  care,  there 
are  still  many  areas  of  disagreement  and  many  misconceptions  that 
impede  productive  public  discussion.  How  long-term  care  should  be 
organized  and  delivered,  how  broadly  it  should  be  defined,  who 
should  be  eligible  for  publicly  funded  services— all  of  these  are  pol- 
icy issues  being  hotly  debated  today  as  Congress  prepares  to  take 
action  on  health  care  reform.  And  public  misconceptions  about  the 
definition,  delivery,  and  financing  of  long-term  care  are  abundant. 
Unfortunately,  older  people  and  their  families  often  do  not  discover 
until  it  is  too  late  that  Medicare  is  not  a  major  source  of  financing 
for  residential  long-term  care.  And  individuals  whose  long-term 
care  needs  arise  as  a  result  of  a  sudden  onset  of  a  stroke  or  other 
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illness  do  not  have  adequate  time  to  plan  for  the  set  of  services 
that  best  meets  their  needs. 

The  Clinton  Administration  has  made  a  major  step  toward  imple- 
menting a  full  continuum  of  long-term  care  services  by  proposing 
a  home  and  community-based  care  program  as  part  of  the  Amer- 
ican Health  Security  Act.  However,  it  remains  to  be  seen  whether 
this  provision  will  be  retained  when  the  act  becomes  law,  and  how 
the  new  home  and  community-based  system  will  be  organized  in 
each  State.  A  key  issue  in  implementing  long-term  care  reform  will 
be  the  extent  to  which  the  socially  oriented  home  and  community- 
based  care  program  is  integrated  with  existing  programs,  especially 
the  traditional  medically  oriented  services. 

This  chapter  will  describe  the  various  types  of  long-term  care, 
the  population  served,  the  settings  in  which  services  are  provided, 
and  the  providers  and  payors  of  long-term  care  services.  The  Fed- 
eral programs  which  finance  part  of  the  long-term  care  system  will 
be  discussed,  and  special  issues  pertinent  to  health  care  reform  will 
be  presented.  Some  of  the  special  issues  to  be  addressed  in  this 
chapter  include  inconsistency  in  the  long-term  care  system,  the  role 
of  care  management,  long-term  care  insurance,  acute  and  long-term 
care  integration,  and  ethical  issues.  Finally,  the  prognosis  for  long- 
term  care  in  the  United  States  will  be  discussed. 

A.  BACKGROUND 

1.  What  Is  Long-Term  Care? 

Long-term  care  today  encompasses  a  wide  array  of  medical,  so- 
cial, personal,  and  supportive  and  specialized  housing  services 
needed  by  individuals  who  have  lost  some  capacity  for  self-care  be- 
cause of  a  chronic  illness  or  condition.  Long-term  care  services 
range  from  skilled  medical  and  therapeutic  services  for  the  treat- 
ment and  management  of  these  conditions  to  assistance  with  basic 
activities  and  routines  of  daily  living,  such  as  bathing,  dressing, 
eating,  and  housekeeping.  Any  discussion  about  long-term  care 
should  include  a  discussion  about  its  scope  and  definition.  For  the 
purposes  of  this  section,  long-term  care  includes  a  continuum  of 
services  of  differing  intensity.  Although  vocabulary  can  differ  by 
funding  program,  region,  and  provider,  the  following  is  a  descrip- 
tion of  the  services  most  commonly  included  in  the  long-term  care 
continuum.  An  effort  is  made  to  organize  this  section  in  order  of 
increasing  service  intensity,  but  that  is  not  always  possible  due  to 
the  varying  nature  of  some  of  the  services. 

(A)  ADULT  DAY  CARE 

According  to  the  National  Council  on  the  Aging's  National  Insti- 
tute of  Adult  Day  Care,  adult  day  care  is  "a  community-based 
group  program  designed  to  meet  the  needs  of  adults  with  func- 
tional impairments  through  an  individual  plan  of  care.  It  is  a  struc- 
tured, comprehensive  program  that  provides  a  variety  of  health,  so- 
cial, and  related  support  services  in  a  protective  setting  during  any 
part  of  a  day,  but  less  than  24-hour  care.  Individuals  who  partici- 
pate in  adult  day  care  attend  on  a  planned  basis  during  specified 
hours.  Adult  day  care  assists  its  participants  to  remain  in  the  com- 
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nunity,  enabling  families  and  other  caregivers  to  continue  caring 
it  home  for  a  family  member  with  an  impairment." 

There  are  currently  no  Federal  regulations  governing  the  provi- 
;ion  of  adult  day  care,  but  some  States  have  their  own  require- 
nents.  Adult  day  care  is  sometimes  separated  into  medical  model 
ind  social  model  programs.  The  difference  between  the  two  varies 
>y  State,  but  essentially  the  distinction  arises  from  staff  qualifica- 
ions  required  under  each  model,  as  well  as  what  services  can  be 
>rovided  to  participants  in  the  adult  day  care  setting.  Not  every 
State  makes  such  a  distinction. 

(B)  HOME  CARE 

Several  subcategories  of  care  are  provided  in  the  in-home  setting, 
ncluding  home  health  care,  various  types  of  rehabilitative  therapy, 
personal  assistance,  personal  care,  and  homemaker/chore  services, 
t  is  important  to  note  that  not  all  of  the  above  services  are  pro- 
ided  exclusively  in  the  home.  For  example,  personal  assistance  is 
l  service  that  can  be  provided  in  any  setting,  including  a  work- 
ilace,  to  a  person  with  a  disability. 

Whether  a  patient  needs  home  care,  and  what  type  of  care  is 
leeded,  can  be  determined  in  two  ways.  One  way  to  determine 
teed  is  by  conducting  an  assessment  of  an  individual's  functional 
mpairments.  Impairments  are  measured  by  the  inability  to  per- 
oral the  activities  of  daily  living,  or  ADLs.  The  five  ADLs  are  bath- 
rig,  eating,  dressing,  toileting,  and  transferring.  The  assessment 
an  be  conducted  by  an  eligibility  determination  agency,  a  case 
nanager,  or  the  home  care  provider.  After  the  assessment  is  con- 
ucted,  a  plan  of  care  is  developed  to  provide  assistance  in  the  af- 
rcted  areas.  Another  way  to  gauge  need  is  by  determining  whether 
he  individual  would  otherwise  require  hospital  or  skilled  nursing 
are.  Under  the  Medicare  program,  home  care  is  provided  as  an  al- 
ernative  to  institutionalization. 

According  to  the  National  Association  for  Home  Care,  there  were 

total  of  13,951  home  care  agencies  in  the  United  States  as  of  Feb- 
uary  1993.  Of  those  agencies,  6,497  are  Medicare-certified  home 
ealth  agencies,  1,223  are  Medicare-certified  hospices,  and  6,231 
re  home  health  agencies,  home  care  aide  organizations,  and  hos- 
ices  that  do  not  participate  in  Medicare. 

(C)  RESPITE  CARE 

Respite  care  is  intermittent  care  provided  to  a  disabled  person  to 
rovide  relief  to  the  regular  caregiver.  Care  can  be  provided  for  a 
ange  of  time  periods,  from  a  few  hours  to  a  few  days.  Care  can 
lso  be  provided  in  the  individual's  home,  in  a  congregate  setting 
uch  as  a  senior  center  or  drop-in  center,  or  in  a  residential  setting 
uch  as  a  nursing  home  or  other  facility.  Unlike  other  forms  of 
mg-term  care,  which  is  aimed  at  benefiting  the  frail  individual, 
espite  care  is  a  service  to  the  caregiver — usually  a  family  mem- 
er — as  well.  Because  respite  care  is  not  universally  available,  and 
as  few  sources  of  public  funding,  many  innovative  options  for  the 
eliyery  of  respite  care  have  taken  shape  across  the  country,  in- 
luding  family  caregivers  of  Alzheimer's  Disease  patients  pooling 
heir  time  and  resources  to  provide  voluntary  services. 
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(D)  SUPPORTIVE  HOUSING 

There  is  a  lack  of  uniformity  in  defining  the  different  types  oi 
housing-with-services  options  in  the  long-term  care  continuum. 
This  is  partly  because  there  are  many  funding  sources  and  partly 
because  housing  options  have  developed  without  due  consideration 
being  given  to  the  linkages  between  housing  and  services.  Some  oi 
the  names  given  to  the  different  types  of  supportive  housing  are 
congregate  living,  retirement  community,  sheltered  housing,  fostei 
group  housing,  protective  housing,  residential  care,  and  assisted 
living.  Assisted  living  is  being  given  a  great  deal  of  attention  as  a 
relatively  new  option  with  the  potential  to  meet  the  needs  of  manj 
older  people.  In  large  part,  it  has  developed  because  service  provid- 
ers are  recognizing  that  the  medical  model  of  providing  long-term 
care  does  not  meet  the  needs  of  many  disabled  individuals  needing 
assistance.  Advocates  are  hopeful  that  there  will  be  an  increase  ir 
availability  of  assisted  living  options  for  persons  with  moderate  in- 
comes. This  is  because  the  Department  of  Housing  and  Urban  De- 
velopment plans  to  issue  regulations  in  1994  allowing  the  Sectior 
232  mortgage  insurance  program  to  finance  construction  of  assistec 
living  facilities,  and  because  Medicaid  waiver  programs  may  be 
used  to  fund  services  in  assisted  living  facilities  in  the  future. 

The  various  supportive  housing  options,  including  assisted  living 
are  characterized  by  the  availability  of  services  to  frail  residents  oi 
an  as-needed  basis.  Many  such  facilities  have  certain  congregate 
services  such  as  meals  and  other  activities.  Residents  normally  live 
in  separate  quarters.  Laundry  and  housekeeping  services  are  gen 
erally  provided,  and  other  services  that  can  be  provided  on  an  as 
needed  basis  are  personal  care,  medication  management,  and  othe] 
home  care-type  services. 

(E)  CONTINUING  CARE  RETIREMENT  COMMUNITY 

The  continuing  care  retirement  community  (CCRC)  is  a  specia 
type  of  housing  option  which  covers  the  entire  spectrum  of  long 
term  care.  Older  people  enter  a  CCRC  by  paying  an  entrance  fee 
A  monthly  fee  is  also  required.  In  exchange  for  this  payment,  resi 
dents,  who  are  typically  able  to  live  independently  at  the  time  o 
admission,  are  guaranteed  that  the  CCRC  will  provide  service! 
needed  from  an  agreed-upon  menu  of  services  specified  in  the  en 
trance  agreement.  The  menu  of  services  can  include  skilled  nursing 
care.  When  additional  services  are  needed,  there  may  be  additiona 
charges,  depending  upon  the  specific  arrangement  made  by  tin 
community.  CCRCs  are  an  option  only  for  those  older  people  wh< 
can  afford  the  fees,  which  are  beyond  the  reach  of  older  people  witl 
low  and  moderate  incomes. 

(F)  NURSING  HOMES 

Nursing  homes  typically  represent  the  high  end  of  the  long-tern 
care  spectrum  in  both  cost  and  intensity  of  services  provided.  Nurs 
ing  home  residents  are  typically  very  frail  individuals  who  require 
nursing  care  and  round-the-clock  supervision  or  are  technology-de 
pendent.  Nursing  homes  can  have  special  units  to  manage  certaii 
illnesses  like  Alzheimer's-type  dementia.  Many  States  have  insti 
tuted  measures  to  limit  nursing  home  construction,  and  are  usinj 
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atekeeping  measures  to  limit  nursing  home  placement  to  individ- 
als  who  need  round-the-clock  skilled  care.  In  the  coming  years, 
ursing  homes  are  expected  to  concentrate  more  on  post-acute  care 
atients  and  to  work  aggressively  to  transition  residents  into  other 
>rms  of  care. 

(G)  ACCESS  SERVICES 

A  host  of  other  services  are  considered  to  be  part  of  the  long-term 
ire  continuum  because  they  offer  access  to  other  services.  Exam- 
les  of  these  services  are  transportation,  information  and  referral, 
nd  case  management.  These  services  deserve  mention  in  this  see- 
on  because  as  Federal,  State,  and  local  policymakers  work  to 
ishion  long-term  care  systems,  they  are  increasingly  taking  these 
;her  services  into  account.  In  rural  areas,  transportation  is  an  es- 
jntial  link  to  community-based  long-term  care  services.  Transpor- 
ition  is  also  an  issue  in  the  suburbs,  where  many  of  today's  and 
•morrow's  older  population  resides.  Suburbs,  with  their  strip  zon- 
ig  and  separation  of  residential,  commercial,  and  service  areas, 
ere  built  with  the  automobile  in  mind.  Older  people  who  do  not 
rive  can  find  the  suburbs  to  be  an  extremely  isolating  place. 
Information  and  referral  is  also  a  key  linkage  service.  This  serv- 
e  is  essential  because  the  sometimes  conflicting  funding  streams 
id  lack  of  consistent  long-term  care  policy  have  facilitated  the  de- 
ilopment  of  a  confusing  array  of  services  with  multiple  entry 
)ints  and  differing  eligibility  requirements.  Both  information  and 
rferral  and  case  management  are  keys  to  sorting  out  this  complex 
'stem  for  older  people  and  their  families.  The  role  of  case  manage- 
ent  will  be  discussed  in  greater  detail  later  in  this  chapter. 

(H)  NUTRITION  SERVICES 

Nutrition  services,  including  both  congregate  and  home-delivered 
eals  (also  called  "meals  on  wheels"),  are  also  considered  to  be  a 
irt  of  the  long-term  care  continuum  because  they  support  older 
iople  living  in  the  community  by  providing  one  to  three  nutritious 
eals  per  day.  Home-delivered  meals  ensure  that  frail  older  people, 
irticularly  those  living  alone,  have  an  adequate  supply  of  calories 
id  important  nutrients.  Meals  can  be  delivered  up  to  7  days  per 
eek.  Meals  are  commonly  delivered  hot,  but  can  also  be  delivered 
Id  or  frozen  to  be  heated  and  consumed  later.  In  a  small  number 
hard-to-reach  rural  areas,  meal  providers  are  experimenting 
ith  intermittent  deliveries  of  frozen  meals  which  can  be  heated  in 
e-programmed  microwave  ovens,  which  are  also  supplied  by  the 
eal  provider. 

Congregate  meals,  provided  at  dining  sites  open  3  to  7  days  per 
eek,  add  a  social  component  to  the  standard  nutrition  service.  In 
Idition  to  providing  a  hot  nutritious  meal,  the  dining  site  also  of- 
rs  socialization.  Dining  sites  in  the  congregate  nutrition  program 
e  also  important  access  points  for  other  services,  e.g.,  health  pro- 
otion  activities,  insurance  and  financial  counseling,  and  recre- 
ion  activities. 
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2.  Who  Receives  Long-Term  Care? 

Of  all  persons  receiving  long-term  care  services  in  the  Unite* 
States,  most  are  elderly.  This  is  especially  true  when  services  ar 
delivered  in  an  institutional  setting.  According  to  the  1985  Na| 
tional  Nursing  Home  Survey,  9  of  10  of  the  Nation's  1.5  millio] 
nursing  home  residents  are  age  65  and  over.  The  85-and-over  agl 
group  makes  up  40  percent  of  the  Nation's  nursing  home  popu 
lation.  The  age  group  difference  is  less  pronounced  when  we  loo. 
at  home  care  recipients.  According  to  the  1987  National  Medics 
Expenditures  Survey,  5.9  million  people,  or  2.4  percent  of  the  U.S 
population,  receive  home  care  services.  Of  these,  half  are  age  6 
and  over. 

Another  way  to  look  at  the  question  of  who  receives  long-ten 
care  in  the  United  States  is  to  examine  the  prevalence  of  need  fo 
long-term  care  among  the  elderly.  The  need  for  long-term  care  i 
often  measured  by  assessing  limitations  in  a  person's  capacity  t 
manage  certain  functions  or  activities.  For  example,  a  chronic  cor 
dition  may  result  in  dependence  in  certain  functions  that  are  basi 
for  self-care,  such  as  bathing,  dressing,  toileting,  getting  in  or  ou 
of  a  bed  or  chair,  or  eating.  These  are  referred  to  as  limitations  i: 
"activities  of  daily  living,"  or  ADLs.  Assistance  with  these  ADL 
may  require  hands-on  assistance  or  direction,  instruction,  or  supei 
vision  from  another  individual. 

Another  set  of  limitations  that  reflect  lower  levels  of  disabilit 
are  used  to  describe  difficulties  in  performing  household  chores  an 
social  tasks.  These  are  referred  to  as  limitations  in  "instruments 
activities  of  daily  living,"  or  IADLs,  and  include  such  functions  a 
meal  preparation,  cleaning,  grocery  shopping,  managing  mone^ 
and  taking  medications. 

Limitations  in  ADLs  and  IADLs,  can  vary  in  severity  and  prevg 
lence.  Persons  can  have  limitations  in  any  number  of  ADLs  o 
IADLs,  or  both.  An  estimated  7.1  million  elderly  persons  need  long 
term  care  because  of  limitations  in  ADLs  or  IADLs.  This  is  nearl 
one-quarter  of  the  Nation's  elderly  population.  Of  the  total,  3.3  mi] 
lion  elderly  persons  are  estimated  to  be  severely  disabled,  requirin 
assistance  with  at  least  three  ADLs  or  substantial  supervision  du 
to  cognitive  impairment  or  other  behavioral  problems.  The  remair 
ing  3.8  million  are  less  severely  disabled.  Of  all  disabled  elderl 
persons,  less  than  20  percent  live  in  nursing  homes.1 

The  level  of  disability  in  the  elderly  population,  and  the  use  c 
higher-end  institutional  long-term  care  services,  increases  with  age 
According  to  the  1985  National  Nursing  Home  Survey,  5  percent  c 
persons  age  65  and  older  reside  in  nursing  homes  on  any  give: 
day.  However,  only  1  percent  of  older  people  age  65-74  reside  i: 
nursing  homes,  compared  with  22  percent  of  those  age  85  and  ovei 

These  snapshot  estimates  are  one  way  of  looking  at  the  preva 
lence  of  nursing  home  use  among  the  elderly.  Another  way  to  loo! 
at  this  issue  is  to  predict  future  nursing  home  use  for  a  given  cc 
hort  of  elderly  people.  From  the  standpoint  of  public  policy  and  per 
sonal  planning,  this  provides  a  more  important  look  into  the  nee 


1Rivlin,  Alice  M.  and  Joshua  M.  Wiener,  Caring  for  the  Disabled  Elderly:  Who  Will  Pay 
Washington,  D.C.:  The  Brookings  Institution,  1988,  pp.  5-6.  And  Pepper  Commission,  pp.  91 
92. 
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Dr  nursing  home  care.  According  to  an  article  printed  in  the  New 
,ngland  Journal  of  Medicine,  of  those  persons  who  turned  age  65 
D  1990  43  percent  will  enter  a  nursing  home  sometime  before  they 
ie;  A?d  because  the  elderly  population,  particularly  those  age  85 
nd  older,  is  growing,  nursing  homes  will  be  increasingly  burdened 
i  the  years  ahead.  With  current  disability  rates,  the  Pepper  Com- 
ussion  estimates  that  the  number  of  elderly  persons  residing  in 
ursing  homes  will  increase  from  1.5  million  in  1990  to  5  3  million 
l  2030.3  Not  only  will  utilization  increase,  but  those  in  nursing 
omes  will  be  older  and  therefore  more  severely  disabled  Re- 
nefZ8?}  the  Brookings  Institution  estimate  that  in  the  years 
016-20,  51  percent  of  nursing  home  residents  will  be  age  85  and 
Ider,  compared  to  42  percent  in  1986-90.4 

Analysis  of  nursing  home  utilization  has  found  a  high  degree  of 
anance  in  length-of-stay  patterns  among  nursing  home  residents 
he  majority  (75  percent)  of  persons  entering  a  nursing  home  stay 
:ss  than  1  year,  and  one-third  to  one-half  stay  for  less  than  3 
tonths.  Although  only  5  percent  of  all  older  Americans  are  likely 

►  be  in  a  nursing  home  at  any  given  time,  those  residents  are 
tore  likely  to  be  very  old,  female,  and  white.  Residents  age  85  and 
der  comprise  45  percent  of  the  nursing  home  population;  75  per- 
mit of  elderly  residents  are  female,  and  93  percent  are  white  5  For 
omen  age  85  years  and  older,  their  rate  of  nursing  home  use  per 
000  population  is  248.9,  compared  to  13.8  per  1,000  for  women 
>e  65  to  74,  and  66.5  per  1,000  for  women  age  75  to  84.  A  similar 
ittern  exists  for  men,  although  their  utilization  rates  are  much 
wer.  The  greater  likelihood  of  elderly  white  people  to  live  in  nurs- 
g  homes  is  particularly  true  in  the  oldest  age  group.  Of  those  age 

>  and  older  23  percent  of  white  people,  compared  to  14  percent 
black  people,  reside  in  nursing  homes.6 

Of  course,  the  nursing  home  population  is  only  a  portion  of  all 
ier  people  receiving  long-term  care.  For  every  person  age  65  and 
rter  residing  in  a  nursing  home,  there  are  nearly  two  times  as 
any  living  in  the  community  requiring  some  form  of  long-term 
re  According  to  the  Brookings  Institution,  there  were  approxi- 
ately  4.9  million  noninstitutionalized  elderly  residing  in  the  com- 
unity  in  1985,  or  18  percent  of  the  over  age  65  population,  that 
id  limitations  in  ADLs  and  IADLs.  About  two-thirds  of  the  4  9 
illion  disabled  elderly  were  moderately  impaired  (less  than  three 
JL  limitations).7  About  850,000  elderly  individuals  were  residing 
the  community  with  severe  limitations  (five  or  six  ADLs). 

3.  Where  Is  Long-Term  Care  Delivered? 

Long-term  care  services  are  often  differentiated  by  the  settings 
which  they  are  provided.  In  general,  services  are  provided  either 
nursing  homes  or  in  home  and  community-based  settings.  Most 

«"X^/„eitr;^D-'  an/d  ?S?$°Phe,;Mi:  MurtauSh'  Ph-D->  "Lifetime  Use  of  Nursing  Home 
e.  New  England  Journal  of  Medicine,  February  18,  1991,  Volume  324,  No  9  p  595 
The  Pepper  Commission,  p.  108.  ,  ,  w-  ««**• 

Rivlin  and  Wiener,  p.  11. 

^°na\Crnter  #1  FealP^ '^stics,  E-  Hing:  Use  of  Nursing  Homes  by  the  Elderly:  Pre- 
E>£, M?  u\98T  Statistics,  No.  135,  HHS,  Public  Health  Service,  Washing- 

National  Center  for  Health  Statistics,  E.  Hing,  p.  3. 
Rivhn  and  Wiener,  p.  6. 
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settings  are  community  settings,  since  the  great  majority  of  elder 
persons  needing  long-term  care  reside  in  the  community.  An  est 
mated  5.6  million  elderly,  or  almost  80  percent  of  the  total  7.1  mi 
lion  elderly  needing  assistance  with  ADLs  or  IADLs,  live  in  the 
own  homes  or  other  community-based  settings. 

Because  of  the  growth  in  demand  for  services  all  along  the  Ion 
term  care  continuum,  services  are  now  offered  in  a  vast  array 
settings.  Outside  of  the  nursing  home,  there  are  many  options 
service  settings.  Nutrition  services  can  be  delivered  in  the  home,  i 
in  the  case  of  home-delivered  meals,  or  in  congregate  dining  site 
Sites  can  be  located  in  senior  centers  and  other  community  foe 
points,  senior  housing  facilities,  churches,  schools,  and  governmei 
buildings.  Adult  day  care  centers  can  be  located  in  nursing  home 
hospitals,  or  in  community-based  settings  such  as  senior  center 
churches,  senior  housing  facilities,  and  other  focal  points.  Hon 
health  services  are  delivered  in  the  recipient's  home,  whether  it 
a  free-standing  dwelling,  apartment,  board  and  care  home,  assistc 
living  facility,  or  other  type  of  group  housing  option.  Respite  ca: 
can  be  delivered  in  the  client's  home,  or  in  a  congregate  settir 
such  as  a  senior  center  or  drop-in  center,  or  in  a  residential  settii 
such  as  a  nursing  home  or  other  facility. 

4.  Who  Provides  Long-Term  Care? 

Because  of  the  wide  assortment  of  long-term  care  services  ava 
able  to  disabled  individuals,  it  is  difficult  to  present  a  comprehe 
sive  breakdown  of  all  personnel  delivering  these  services  across  tl 
entire  long-term  care  continuum.  There  is  information  availabl 
however,  about  personnel  working  in  some  aspects  of  the  long-ter 
care  field. 

Any  discussion  of  individuals  who  deliver  long-term  care  servic 
would  be  incomplete  without  a  discussion  of  informal  caregiver 
This  is  because  most  long-term  care  is  provided  by  the 
caregivers.  About  70  percent  of  the  noninstitutionalized  disabled  < 
derly  relied  exclusively  on  unpaid  sources  of  home  and  communi 
health  care  in  1989.  Twenty-seven  percent  received  at  least  son 
paid  care  and  only  3  percent  used  paid  care  only.8  Of  the  $9.7  b 
lion  spent  on  home  care,  $2.1  billion  was  from  out-of-pocket  pa 
ments,  $3.3  billion  was  from  Medicaid,  $2.6  billion  was  from  Mec 
care,  and  only  $600  million  was  from  private  insurance.9 

These  figures  illustrate  the  extent  to  which  informal  caregivii 
provides  for  the  long-term  care  needs  of  the  disabled  elderly  pop 
lation.  One  study  estimates  that  more  than  27  million  unpaid  da; 
of  informal  care  are  provided  each  week.10  The  majority  of  unpa 
caregivers  are  women,  usually  wives,  daughters,  or  daughters-i 
law.  Caring  for  a  frail  friend  or  family  member  places  severe  em 
tional,  and  physical  strain — and  to  a  lesser  degree,  flnanci 
strain — on  the  caregiver.  For  example,  according  to  the  1982  Lon 
Term  Care  Survey,  27  percent  of  caregivers  surveyed  reported  th; 


8  The  Pepper  Commission,  p.  97. 

9  The  Pepper  Commission,  p.  93. 

10  Liu,  Korbin  and  Kenneth  Manton,  "Disability  and  Long-Term  Care,"  paper  presented  at  t 
Methodologies  of  Forecasting  Life  and  Active  Life  Expectancy  Workshop,  Bethesda,  MD,  Ju 
1985,  p.  14.  As  cited  in  Caring  for  the  Disabled  Elderly  by  Alice  Rivlin  and  Joshua  Wien 
Washington,  D.C.:  The  Brookings  Institution,  1988,  p.  5. 
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hey  were  unable  to  leave  their  elderly  disabled  relatives  at  home 
done,  and  54  percent  reported  that  their  social  life  or  free  time  had 
>een  limited  by  caregiving.  However,  only  15  percent  said  that 
heir  parents'  care  cost  more  than  they  could  afford.  Although  most 
tudies  have  found  that  worsening  health  is  the  primary  factor  pre- 
ipitating  institutionalization,  the  stresses  associated  with 
aregiving  are  often  cited  as  a  factor  contributing  to  that  decision. 
Formal  caregivers  in  community-based  settings  include  those 
rofessionals  and  paraprofessionals  who  provide  in-home  health 
are  and  personal  care  services.  Little  information  is  available  on 
tie  total  number  of  formal  caregivers.  Neither  the  Bureau  of  Labor 
statistics  nor  the  major  organizations  that  collect  information  on 
ealth  care  providers  gather  information  specific  to  the  home  care 
idustry.  What  is  known  about  home  care  workers  comes  from  the 
lformation  provided  by  Medicare-certified  home  health  agencies  in 
le  Health  Care  Financing  Administration.  According  to  a  National 
ssociation  for  Home  Care  compilation  of  this  information,  there 
'ere  146,958  full-time  equivalent  personnel  delivering  home  care 
l  Medicare-certified  agencies  in  1990.  Of  those,  56,867  or  39  per- 
mt  were  registered  nurses,  7,762  or  5  percent  were  licensed  prac- 
cal  nurses,  10,822  or  7  percent  were  physical  therapists,  38,822 
r  26  percent  were  home  care  aides,  with  33,242  or  23  percent  fall- 
ig  in  other  categories.  According  to  a  NAHC  survey  of  home 
ealth  agency  compensation  conducted  in  1992,  the  highest  average 
dary  range  is  $35,545  to  $44,583  for  physical  therapists,  and  the 
•west  average  annual  salary  range  is  $13,471  to  $17,452  for  home 
ire  aides. 

Analysis  of  personnel  delivering  care  in  the  nursing  home  setting 
iveals  a  preponderance  of  individuals  at  the  aide  level.  The  num- 
ir  of  full-time  equivalent  positions  engaged  in  patient  care  duties 
i  nursing  homes,  according  to  the  1985  National  Nursing  Home 
nrvey,  was  physicians,  2,500;  dietitians,  7,000;  other  health  per- 
>nnel,  18,200;  registered  physical  therapists,  2,900;  activities  di- 
sctors,  19,200;  social  workers,  10,300;  other  therapeutic  staff, 
200;  registered  nurses,  83,300;  licensed  practical  nurses,  120,000; 
id  nurses  aides  and  orderlies,  501,000.  Because  of  the  tradition- 
ly  low  salaries  and  high  rate  of  turnover  of  aide-level  staff  in  both 
ie  home  care  and  nursing  home  arena,  recruitment,  retention,  and 
lahty  are  key  issues. 

5.  Who  Pays  for  Long-Term  Care? 

The  question  of  how  long-term  care  is  financed  is  at  the  heart  of 
uch  of  the  discussion  about  reform.  This  is  in  part  because  the 
inous  long-term  care  stakeholders— older  people  and  their  fami- 
ss,  States,  provider  agencies  of  all  types— will  be  watching  very 
3sely  during  the  debate  about  health  care  reform  to  see  how  their 
terests— and  pocketbooks— are  affected  by  any  future  changes 
oposed.  But  it  is  also  because  the  fragmented  and  complex  sys- 
m— actually  the  non-system— we  have  in  place  to  pay  for  long- 
rm  care  has  created  some  of  the  other  policy  challenges  we  see 
long-term  care.  At  least  80  Federal  programs  assist  persons  with 
ag-term  care  problems,  either  directly  or  indirectly  through  cash 
sistance,  in-kind  transfers,  or  the  provision  of  goods  and  services, 
camples  of  issues  which  have  arisen  as  a  result  of  the  payment 
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structure  are  access  problems  and  the  bias  toward  a  high-cost  me 
ical  model  for  delivering  long-term  care  services. 

The  way  long-term  care  services  are  financed  will  remain 
great  interest  to  the  103rd  Congress.  According  to  the  Health  Cai 
Financing  Administration,  in  1991  the  Nation  spent  $60  billion  f 
nursing  home  care.  Of  this  amount,  $28.4  billion  was  paid  by  Me 
icaid,  $2.7  billion  by  Medicare,  $1.9  billion  by  private  insuran 
and  other  private  sources,  and  $1.2  billion  by  other  Federal,  Stat 
and  local  sources.  By  far  the  most  important  figure,  in  terms  of  i 
impact  on  older  people  and  their  families,  is  the  portion  of  all  nui 
ing  home  costs  paid  by  residents  and  their  families  out-of-pock* 
In  1991,  according  to  HCFA,  $25.8  billion  in  nursing  home  costs 
43  percent  of  the  total — were  paid  out-of-pocket.  In  contrast,  Mec 
care  accounts  for  only  a  small  portion  of  the  Nation's  expenditur 
for  nursing  home  care.  Medicare's  1988  expenditures  amounted 
$800  million  and  represented  less  than  2  percent  of  national  spen 
ing  and  less  than  4  percent  of  public  spending  for  nursing  hor 
care.  Unfortunately,  older  people  and  their  families  often  do  n 
learn  until  it  is  too  late  that  Medicare  is  generally  not  a  viable  o 
tion  for  financing  nursing  home  care.  As  the  nursing  home  pop 
lation  grows,  the  vast  sums  that  are  being  spent  by  families  w 
cause  them  to  bring  more  pressure  to  bear  on  policymakers  to  i 
form  the  way  long-term  care — especially  nursing  home  care— is 
nanced. 

What  type  of  long-term  care  is  covered  is  also  a  key  public  poli 
issue.  By  far  the  greatest  portion  of  public  long-term  care  spendi] 
is  for  nursing  home  care.  Very  little  coverage,  either  through  pub 
programs  or  private  insurance,  exists  for  the  alternative  home  ai 
community-based  services  that  the  elderly  and  their  families  pi 
fer.  In  1988  (the  last  year  for  which  estimates  are  available),  tol 
home  care  spending  amounted  to  18  to  24  percent  of  total  lor 
term  care  spending.  Spending  figures  do  not  take  into  account  t 
substantial  support  provided  to  the  elderly  by  family  and  frien< 
Comparatively  little  of  Medicaid's  funding  is  devoted  to  home  cai 
approximately  $3.3  billion  in  1988.  This  amount,  however,  has  be 
growing  in  recent  years  as  States  have  used  a  variety  of  optio 
authorized  by  Congress  to  allow  Medicaid  coverage  for  a  bro 
range  of  community-based  services,  including  social  services,  to 
disabled  long-term  care  population. 

The  most  comprehensive  estimate  of  national  home  care  sper 
ing  comes  from  the  National  Medical  Expenditures  Surv 
(NMES),  conducted  every  10  years  by  the  Agency  for  Health  Ca 
Policy  and  Research.  According  to  the  1987  NMES,  $11.6  billi 
was  spent  on  home  care  in  that  year.  Medicare  is  the  largest  sing 
payor  for  home  care  services.  According  to  estimates  by  the  N 
tional  Association  for  Home  Care,  in  1992  Medicare  paid  37.8  p< 
cent  of  home  care  costs,  followed  by  31.4  percent  paid  out-of-pock 
Thus,  it  is  easy  to  see  that  as  in  the  nursing  home  arena,  older  p< 
pie  and  their  families  are  incurring  substantial  unfunded  charg 
for  home  care.  Other  sources  of  payment  for  home  care  are  Med 
aid,  24.7  percent,  private  insurance,  5.5  percent,  and  other  0.6p< 
cent. 

When  we  look  at  other  parts  of  the  long-term  care  continuum  t 
sides  nursing  homes  and  home  health  care,  we  see  even  more  cc 
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usion  and  fragmentation  in  the  way  services  are  financed.  Services 
iuch  as  transportation,  case  management,  respite  care,  and  adult 
lay  care  are  paid  for  by  combinations  of  Federal,  State,  and  private 
unds  based  on  conditions  and  circumstances  unique  to  each  com- 
nunity.  There  is  no  single  national  database  on  payment  sources 
or  all  services  in  the  long-term  care  continuum. 

Concern  about  long-term  care  financing  is  not  new.  Creation  of 
federal  task  forces  on  long-term  care  issues,  as  well  as  Federal  in- 
estment  in  research  and  demonstration  efforts  to  identify  cost-ef- 
ective  "alternatives  to  institutional  care,"  date  back  to  the  late 
960's  and  early  1970's  when  payments  for  nursing  home  care 
•egan  consuming  a  growing  proportion  of  Medicaid  expenditures. 
Tie  awareness  that  public  programs  provided  only  limited  support 
w  community-based  care,  as  well  as  concern  about  the  fragmenta- 
ion  and  lack  of  coordination  in  Federal  support  for  long-term  care, 
3d  to  the  development  of  a  number  of  legislative  proposals  in  the 
iid-1970's.  Over  the  years,  bills  have  variously  proposed:  Estab- 
ishing  in  Medicare  new  comprehensive  long-term  care  benefits; 
onsolidating  certain  existing  benefits  for  the  Medicare,  Medicaid, 
nd  SSBG  programs  into  a  new  program  of  Federal  support  for 
mg-term  care  with  uniform  benefits  and  eligibility;  and  providing 
lock  grants  to  the  State  for  expanded  home  and  community-based 
are. 

B.  FEDERAL  PROGRAMS 

Although  a  substantial  share  of  long-term  care  costs  are  paid 
ut-of-pocket,  as  we  have  seen  above,  the  Federal  programs  that 
ay  for  long-term  care  are  important  in  that  they  have  provided 
le  framework  for  how  long-term  care  is  provided  in  the  United 
tates.  Health  care  reform  will  have  to  take  these  programs  into 
ccount,  and  provide  for  integration  of  their  services  with  any  new 
enefits  to  be  offered.  The  following  is  a  discussion  of  the  primary 
ublic  sources  of  long-term  care  financing:  Medicaid,  Medicare,  the 
Ider  Americans  Act,  and  Social  Services  Block  Grants.  No  one  of 
lese  programs  can  provide  a  comprehensive  range  of  long-term 
ire  services.  Some  provide  primarily  medical  care,  others  focus  on 
lpportive  or  social  services.  The  Medicaid  program,  for  example, 
as  certain  income  and  asset  requirements,  while  the  Medicare 
rogram  does  not.  Many  advocates  for  the  elderly  contend  that 
lese  differences  contribute  to  the  fragmented  and  uncoordinated 
ature  of  the  long-term  care  system  in  this  country. 

1.  Medicaid 

(a)  introduction 

Medicaid  is  a  Federal-State  entitlement  program  which  provides 
Ledical  assistance  for  certain  low-income  persons.  Each  State  de- 
gns  and  administers  its  own  Medicaid  program,  setting  eligibility 
id  coverage  standards  within  broad  Federal  guidelines.  Although 
iginally  intended  to  provide  basic  medical  services  to  the  poor 
id  disabled,  Medicaid  has  also  become  the  primary  source  of  pub- 
:  funds  for  nursing  home  care.  Approximately  90  percent  of  all 
lblic  expenditures  for  nursing  home  care  are  paid  by  Medicaid 
id  50  percent  of  all  nursing  home  residents  use  Medicaid  as  their 
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primary  source  of  payment.11  Because  of  the  enormous  role  of  the 
Medicaid  program  in  financing  nursing  home  care  for  the  elderly* 
a  section  of  this  chapter  provides  an  in-depth  discussion  of  Medici 
aid. 

Although  Medicaid  pays  primarily  for  nursing  home  care,  there 
is  some  coverage  of  home  and  community-based  care,  mostly 
through  the  Section  2176  waiver  program,  also  called  the  Sectior 
1915(c)  waiver  program.  Congress  established  these  waivers  ir 
1981,  giving  HHS  the  authority  to  waive  certain  Medicaid  require; 
ments  to  allow  the  States  to  broaden  coverage  to  include  a  range 
of  community-based  services  for  persons  who,  without  such  serv 
ices,  would  require  the  level  of  care  provided  in  a  nursing  home 
Services  covered  under  the  Section  1915(c)  waivers  include  cast 
management;  homemaker,  home  health  aide,  and  personal  can 
services;  adult  day  care;  rehabilitation;  respite;  and  others.  The 
Omnibus  Budget  Reconciliation  Act  of  1987  (P.L.  100-203)  estab 
lished  a  new  home  and  community-based  services  waiver  progran 
similar  to  the  Section  2176  program,  but  the  new  program  is  avail 
able  only  to  persons  over  age  65. 

Medicaid  expenditures  for  nursing  home  care  in  1991  were  ap 
proximately  $28.4  billion.  This  represents  nearly  half  of  total  na 
tional  spending  for  nursing  homes  and  over  80  percent  of  public 
spending  for  nursing  home  care. 

Medicaid's  share  of  total  national  expenditures  for  nursing  home 
care  rose  steadily  since  the  program's  inception  in  1965,  to  a  higl 
of  48.6  percent  in  1979.  In  the  early  i980's,  however,  the  percent 
age  gradually  declined,  and  appears  to  have  leveled  off  in  the  pasi 
few  years.  This  decline  can  be  attributed  to  two  factors:  cost  coh 
tainment  measures,  and  a  shift  in  the  distribution  of  the  Medicaic 
nursing  home  population  from  skilled  nursing  facilities  to  less  ex 
pensive  intermediate  care  facilities  (although  the  distinction  be 
tween  the  two  types  of  homes  was  eliminated  as  of  October  1,  1990 
and  all  Medicaid-certified  facilities  are  now  referred  to  as  "nursin| 
facilities").  From  1977  to  1985,  the  number  of  SNF  residents  in 
creased  from  260,000  to  263,000,  an  increase  of  0.9  percent.  How; 
ever,  the  number  of  ICF  residents  increased  from  362,600  in  197' 
to  488,300  in  1985,  an  increase  of  34.7  percent.  In  1991,  there  were 
1.316  million  nursing  facility  residents  age  65  and  over  in  the  Unit 
ed  States. 

There  are  a  variety  of  cost  containment  measures  taken  b} 
States  to  control  their  Medicaid  expenditures.  For  example,  mosi 
States  use  a  form  of  prospective  reimbursement  for  nursing  home 
care.  At  least  30  States  have  instituted  formal  pre-admissior 
screening  programs  for  all  Medicaid  eligible  persons  wishing  tc 
enter  a  nursing  home.  The  OBRA  87  nursing  home  reforms  require 
all  States  to  screen  current  and  prospective  residents  for  mental  ill 
ness  or  mental  retardation,  based  on  the  premise  that  nursing 
homes  are  inappropriate  for  such  persons.  These  screening  pro 
grams  are  intended  to  identify  those  mentally  disabled  people  whe 
could  be  cared  for  in  their  own  homes  or  in  the  community  if  appro- 
priate services  are  available,  and  to  assure  that  nursing  home  beds 


"National  Center  for  Health  Statistics:  The  1985  National  Nursing  Home  Survey,  data  fron 
the  National  Health  Survey,  Vital  and  Health  Statistics,  Series  13,  No.  97,  HHS  Publication  No 
(PHS)  89-1758.  Public  Health  Service,  Hyattsville,  MD,  Jan.  1989. 
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re  available  for  those  who  have  medical  needs.  The  certificate  of 
eed  process,  in  which  a  provider  must  apply  to  the  State  in  order 
>  expand  or  construct  new  beds  or  risk  becoming  ineligible  for 
[edicare  or  Medicaid  reimbursement,  is  seen  as  a  Medicaid  cost- 
>ntainment  measure  in  some  States. 

(B)  MEDICAID  AVAILABILITY  AND  ELIGIBILITY 

Medicaid  was  created  by  Title  XIX  of  the  Social  Security  Act  in 
H55.  It  is  a  means-tested  entitlement  program;  in  other  words, 
irtain  groups  of  persons  (e.g.,  the  aged,  blind,  disabled,  members 
families  with  dependent  children,  and  certain  other  pregnant 
omen  and  children)  qualify  for  coverage  if  their  incomes  and  re- 
urces  are  sufficiently  low.  Medicaid  recipients  are  entitled  to 
ive  payment  made  by  the  State  for  covered,  medically  necessary 
rvices.  States  then  receive  matching  funds  from  the  Federal  Gov- 
nment  to  pay  for  covered  services.  There  is  no  Federal  limit  on 
lyments;  allowable  claims  are  matched  according  to  a  formula 
tiich  takes  into  account  a  State's  per  capita  income.  Therefore, 
ates  with  a  higher  per  capita  income  will  receive  a  lower  percent- 
[e  of  Federal  matching  funds  and  vice  versa.  The  established  min- 
ium matching  rate  is  50  percent.  For  fiscal  year  1992,  11  States 
id  the  District  of  Columbia  had  matching  rates  of  50  percent.  Ten 
ates  had  matching  rates  between  50  percent  and  60  percent.  Fif- 
en  States  had  matching  rates  between  60  percent  and  70  percent, 
Ld  14  States  had  matching  rates  over  70  percent.  Mississippi  re- 
ived the  highest  rate  in  effect,  79.99  percent. 
State  Medicaid  programs  are  required  by  Federal  law  to  cover 
e  categorically  needy;  that  is,  all  persons  receiving  cash  assist- 
ive under  a  welfare  program— Aid  to  Families  with  Dependent 
lildren  (AFDC) — and  most  people  receiving  assistance  under  the 
Lpplemental  Security  Income  (SSI)  program.  Eligible  persons 
ist  meet  the  cash  assistance  program's  definition  of  age,  blind- 
ss,  disability,  or  membership  in  a  family  with  dependent  chil- 
en.  Therefore,  if  a  person  does  not  fall  into  one  of  these  cat- 
ories,  he  or  she  is  ineligible  for  Medicaid,  regardless  of  income. 
Lrthermore,  people  who  fall  into  one  of  these  categories  must  also 
jet  specific  income  and  resource  standards,  which  vary  from 
ate  to  State. 

[n  addition,  States  may,  at  their  discretion,  cover  the  optional 
tegorically  needy  and  the  medically  needy.  Optional  categorically 
edy  programs  extend  Medicaid  eligibility  to  those  persons  who 
3  not  receiving  cash  welfare  assistance  but  who  meet  certain 
ler  criteria.  Insofar  as  the  elderly  are  concerned,  optional  cat- 
srically  needy  coverage  enables  persons  living  in  institutions 
g.,  nursing  homes)  to  be  covered  by  Medicaid  if  their  incomes  are 
v  enough.  Medically  needy  persons  are  defined  as  those  whose 
;ome  and  resources  are  large  enough  to  cover  daily  living  ex- 
cises, according  to  income  levels  set  by  the  State,  but  are  not 
ge  enough  to  pay  for  their  medical  care.  These  State-by-State 
nations  in  eligibility  can  mean  persons  with  identical  cir- 
mstances  may  be  eligible  to  receive  Medicaid  benefits  in  one 
ate,  but  not  in  another.  State  officials  have  made  the  case  that 
ne  individuals  are  likely  to  choose  their  State  of  residence  ac- 
•ding  to  how  generous  the  Medicaid  benefits  are. 
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A  State  may  also,  within  Federal  guidelines,  define  its  own  bene1 
fit  package.  Mandatory  services  include  physicians'  and  hospital 
services,  and  care  in  a  nursing  facility  (NF).  Optional  services  ir) 
elude  prescription  drugs,  eyeglasses,  and  services  in  an  intermedj 
ate  care  facility  for  the  mentally  retarded  (ICF/MR).  States  maj 
also  limit  the  coverage  of  all  services;  e.g.,  a  limit  on  the  numbe 
of  hospital  days.  Reimbursement  levels  vary  from  State  to  State  a 
well,  so  States  vary  widely  in  both  the  breadth  and  depth  of  thei 
covered  services. 

Overall,  Medicaid  covers  less  than  one-half  of  the  populatio! 
with  incomes  below  the  Federal  poverty  line.  Approximately  47  pei 
cent  of  the  noninstitutionalized  poor  were  covered  by  Medicaid  i 
1991;  the  percentage  varied  by  age  with  coverage  extended  to  6 
percent  of  poor  children  under  age  18,  38  percent  of  poor  adults  ag 
18-44,  30  percent  of  poor  adults  age  45-64,  and  32  percent  of  th 
poor  children  under  age  18,  38  percent  of  poor  adults  age  18-4^ 
30  percent  of  poor  adults  age  45-64,  and  32  percent  of  the  poor  e 
derly.  However,  although  the  elderly  constituted  only  14  percent  c 
beneficiaries  in  fiscal  year  1991,  they  accounted  for  33  percent  c 
total  Medicaid  spending.  Conversely,  while  68  percent  of  Medicai 
recipients  in  fiscal  year  1990  qualified  because  they  were  a  membe 
of  an  AFDC  family,  these  recipients  accounted  for  only  24  percer 
of  program  benefits. 

The  approximately  3.1  million  elderly  covered  by  Medicaid  can  b 
divided  into  three  groups.  The  first  is  those  elderly  who  have  ir 
comes  low  enough  to  qualify  for  cash  assistance;  in  other  words,  th 
categorically  needy.  Fifty-four  percent  of  elderly  Medicaid  ben< 
ficiaries  (1.7  million)  are  categorically  needy. 

The  second  and  third  groups  are  composed  of  persons  who  do  nc 
receive  cash  welfare  assistance.  The  second  group,  the  optional  ca 
egorically  needy,  comprises  about  23  percent  of  elderly  ben< 
ficiaries,  or  about  728,000  people.  The  third  group  is  the  medical] 
needy,  which  accounts  for  another  23  percent,  or  approximate] 
732,000  people.  These  two  groups  include  many  persons  usin 
nursing  home  care.  Many  of  these  beneficiaries  were  not  poor  whe 
they  entered  a  nursing  home;  however,  the  high  cost  of  nursin 
home  care  (averaging  about  $30,000  per  year)  result  in  many  mi( 
die  income  elderly  "spending  down"  their  resources  to  Medicaid  el 
gibility  levels. 

These  different  groups  account  for  widely  varying  proportions  < 
Medicaid  spending  for  the  elderly,  largely  as  a  result  of  their  var 
ing  utilization  of  nursing  home  care,  an  especially  costly  servio 
The  categorically  needy  account  for  25  percent  of  Medicaid  expend 
tures  for  the  elderly;  the  optional  categorically  needy,  33  percen 
and  the  medically  needy,  42  percent. 

In  1986,  nursing  home  costs  accounted  for  two-thirds  of  pa^ 
ments  for  elderly  Medicaid  beneficiaries.  Seventy  percent  of  the  o] 
tional  categorically  needy  and  the  medically  needy  elderly  use 
nursing  home  services,  accounting  for  58  percent  of  all  Medicai 
payments  for  elderly  beneficiaries.12  Nursing  home  payments  wei 
seven  times  more  for  aged  beneficiaries  than  they  were  for  noi 
aged  beneficiaries.  Although  this  results  in  part  because  the  elder] 


12Levit,  et  al.,  Health  Care  Financing  Review,  p.  51. 
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eed  and  use  more  nursing  home  services  than  the  nonelderly  it 
so  reflects  the  fact  the  nearly  all  elderly  Medicaid  beneficiaries 
ive  Medicare  as  their  primary  payer  of  acute  health  care  services, 
owever,  because  Medicare  provides  extremely  limited  coverage  of 
lrsing  home  care,  and  there  is  virtually  no  private  insurance 
mailable,  Medicaid  has  become  the  primary  source  of  public  funds 
r  nursing  home  care. 

In  contrast,  expenditures  for  home  care  under  Medicaid  rep- 
sent  a  small  and  static  percentage  of  total  program  outlays.  In 
>91,  Federal  Medicaid  expenditures  for  home  health  care  were  $1 
llion,  accounting  for  2.9  percent  of  total  Medicaid  spending  for 
tig-term  care.  For  a  variety  of  reasons,  very  few  States  have  made 
tensive  use  of  this  benefit.  The  benefit  itself  is  very  limited,  in 
at  only  medical  services  are  covered.  Furthermore,  because  serv- 
es must  be  made  available  to  all  Medicaid  beneficiaries,  States 
ive  not  been  permitted  to  target  services  to  specific  populations, 
ch  as  the  elderly.  Many  States  have  taken  up  the  slack  and  have 
nded  home  care  out  of  State  funds,  or  have  established  programs 
ider  the  Section  1915(c)  waivers,  which  are  discussed  below. 

(C)  QUALIFIED  MEDICARE  BENEFICIARY  PROGRAM 

The  Qualified  Medicare  Beneficiary  (QMB)  Program,  which  was 
iginally  part  of  the  Medicare  Catastrophic  Care  Act,  requires 
ates  to  "buy-in"  the  Medicare  premiums,  copayments,  and  de- 
ctible  for  low-income  Medicare  beneficiaries  with  incomes  below 
b  Federal  poverty  level  and  assets  below  twice  the  Supplemental 
cunty  Income  (SSI)  level  ($4,000  in  liquid  assets).  This  provision 
is  to  be  phased-in  over  3  years,  beginning  in  1989  for  those  bene- 
laries  with  income  at  or  below  85  percent  of  poverty,  and  increas- 
l  in  5  percent  increments  up  to  100  percent  of  poverty  by  1992. 
^provision  in  OBRA  90  accelerated  the  implementation  of  the 
AB  program  by  1  year;  that  is,  up  to  100  percent  of  poverty  by 
nuary  1,  1991.  OBRA  90  also  requires  States  to  buy-in  the  Part 
premiums  (but  not  other  copayments  and  deductibles)  for  Medi- 
re  beneficiaries  with  assets  below  twice  the  SSI  level  and  in- 
nes  below  110  percent  of  poverty  beginning  on  January  1,  1993, 
mg  up  to  120  percent  of  poverty  by  January  1,  1995. 
Unfortunately,  participation  rates  in  the  QMB  program  have 
ft  lower  than  anticipated.  Although  HHS  does  not  have  any  na- 
nal  data,  participation  is  estimated  to  be  between  20  percent  and 
percent.  According  to  a  report  by  Families  USA,  an  estimated 
!  to  2.3  million  elderly  persons  are  eligible  for  the  QMB  benefit 
t  are  not  receiving  it.13  This  is  largely  because  many  low-income 
erly  and  disabled  are  unaware  of  the  program.  While  some 
ites  have  been  more  aggressive  than  others  in  informing  the 
blic  about  the  QMB  program,  many  aging  advocates,  including 
mihes  USA,  believe  that  a  more  active  role  on  part  of  HHS  in 
>moting  the  QMB  program  could  serve  to  increase  participation 
es  across  the  country. 

n  July  1991,  the  Senate  Aging  Committee  held  a  hearing  to  ex- 
ine  the  implementation  of  the  QMB  program,  and  to  explore 

HVKo!jin'  and  Kenneth  G.  Manton,  "The  Effect  of  Nursing  Home  Use  on  Medicaid  Eligi- 
y.  The  Gerontologist,  Volume  29,  No.  1,  1989,  p.  63. 
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ways  the  Federal  and  State  governments,  as  well  as  the  priva 
sector,  could  strengthen  their  outreach  efforts  to  inform  the  publ 
about  the  program  and  to  increase  participation  rates.  Options  thj 
were  discussed  at  the  hearing  included  accepting  applications  f< 
the  QMB  program  at  local  Social  Security  Administration  offici 
and  including  information  about  the  program  in  the  monthly  Soci 
Security  checks  of  recipients  whose  checks  are  under  a  certa: 
amount. 

Senators  Pryor  and  Cohen  subsequently  joined  Senator  Rieg 
and  others  in  introducing  legislation,  the  Medicare  Improveme] 
and  Enrollment  Protection  Act  (S.  649)  to  require  the  Secretary 
Health  and  Human  Services  to  initiate  more  effective  enrollmei 
procedures,  to  improve  outreach  and  notification  efforts,  and 
make  outreach  grants  available  for  community  organizations. 

(D)  SPOUSAL  IMPOVERISHMENT 

A  particularly  important  concern  over  the  past  few  years  h; 
been  the  issue  of  Medicaid  spend-down  for  nursing  home  care.  r 
become  eligible  for  Medicaid  coverage,  persons  must  either  be  po 
or  "spend  down"  their  income  to  the  level  set  by  their  State  Medi 
aid  program.  While  there  is  a  great  deal  of  variability  amoi 
State's  Medicaid  programs  and  income  eligibility  levels,  nursii 
home  residents — and  often  their  spouses — frequently  face  impovc 
ishment  before  they  become  eligible  for  Medicaid  coverage. 

A  study  on  the  effects  of  nursing  home  use  on  Medicaid  eligibili 
status  found  that  the  likelihood  of  being  Medicaid  eligible  was  j 
percent  if  a  person  spent  time  in  a  nursing  home,  as  opposed  to 
percent  for  those  who  had  not.14  Medicaid  eligibility  is  also  close 
related  to  the  length  of  stay  in  a  nursing  home.  Although  tei 
porary  or  short  stays  in  a  nursing  home  do  not  increase  one's  ri 
of  spending  down  to  Medicaid  eligibility,  41  percent  of  those  p« 
sons  studied  who  had  long-term  stays  (i.e.,  at  least  2  years) 
nursing  homes  spent  down  to  Medicaid  eligibility. 

A  provision  in  the  Medicaid  Catastrophic  Care  Act  (MCCA)  th 
was  retained  addresses  this  issue  of  Medicaid  spend-down.  The  s 
called  "spousal  impoverishment"  provisions  are  intended  to  prote 
some  of  the  income  and  assets  of  the  spouse  who  remains  at  hoi 
when  the  institutionalized  spouse  is  in  the  process  of  spendi: 
down  to  become  Medicaid  eligible. 

Generally,  when  determining  Medicaid  eligibility,  income  (su 
as  Social  Security  checks,  pensions,  and  interest  from  investmenl 
is  attributed  to  the  person  whose  name  is  on  the  instrument  cc 
veying  the  funds.  In  the  case  of  Social  Security,  the  amount  attri 
uted  to  each  spouse  is  the  individual's  share  of  the  couple's  benef 
Therefore,  if  the  couple's  pension  check  is  made  out  to  the  husbar 
all  of  that  income  would  be  considered  his  for  the  purpose  of  det< 
mining  Medicaid  eligibility.  The  attribution  of  resources  such 
certificates  of  deposit  and  savings  accounts  is  done  similarly.  E 
cause  the  current  generation  of  women  whose  husbands  are  at  ri 
of  needing  nursing  home  care  typically  did  not  work  outside  t 


14  Pharmaceutical  Benefits  Under  State  Medical  Assistance  Programs,   National  Phan 
ceutical  Council,  Reston,  VA,  Sept.  1991. 
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>me,  they  likely  have  very  little  income  or  assets  other  than  those 
their  husband's  name. 

Prior  to  the  passage  of  MCCA,  once  an  institutionalized  spouse 
as  determined  Medicaid-eligible,  some  of  that  individual's  month- 
income  was  reserved  for  the  use  of  the  spouse.  When  combined 
ith  the  community  spouse's  income  (if  any  existed)  it  allowed  a 
aintenance  needs  level,  which  could  not  exceed  the  highest  of  the 
51,  State  supplementation,  or  "medically  needy"  standards  in  the 
ate.  According  to  a  survey  taken  by  the  AARP  in  March  1987 
aintenance  needs  levels  varied  widely  from  State  to  State— from 
high  of  $632  in  Alaska  to  zero  in  Oklahoma.  Thus,  in  a  State 
th  a  maintenance  needs  level  of  $350,  if  the  community  spouse's 
Mithly  income  was  equal  to  $150,  the  contribution  from  the  insti- 
tionalized  spouse  would  have  been  $200. 

Beginning  in  September  1989,  the  spousal  impoverishment  provi- 
>ns  allowed  the  community-based  spouse  to  keep  a  monthly  in- 
me  equal  to  122  percent  of  poverty,  which  was  increased  to  133 
rcent  on  July  1,  1991,  and  increased  again  to  150  percent  on  July 
1992.  However,  the  maximum  allowance  will  not  exceed  $1,718 
r  month.  This  provision  also  provides  for  a  one-time  determina- 
n  of  liquid  assets,  with  half  attributable  to  each  spouse.  The  in- 
tutionalized  person  may  transfer  an  amount  equal  to  one-half,  or 
3,740  (in  1992),  whichever  is  higher,  to  the  spouse,  up  to  $68,700 
te  amount  of  protected  assets  increases  each  July  1,  based  on  the 
urease  in  the  Consumer  Price  Index).  For  example,  if  the  couple 
s  assets  worth  $20,000,  the  institutionalized  person  may  transfer 
3,740  to  the  spouse.  If  they  have  assets  worth  $150,000,  the  in- 
tutionahzed  person  may  transfer  $68,700  to  the  spouse,  keeping 
i  remainder  for  him  or  herself.  In  other  words,  if  the  spouse's 
are  of  assets  exceeds  $68,700,  the  excess  is  attributed  to  the  in- 
tutionalized  person.  States  have  the  option  to  increase  the  mini- 
im  level  of  protected  income  to  any  amount  above  the  required 
nimum  of  $13,740,  up  to  the  maximum  of  $68,700.  In  1991,  30 
ites  set  their  minimum  above  $13,700;  16  States  permit  a  mini- 
im  of  $68,700. 

(E)  PERSONAL  NEEDS  ALLOWANCE  FOR  MEDICAID  NURSING  HOME 

RESIDENTS 

pursing  home  residents  who  are  Medicaid-eligible  depend  on 
iir  personal  needs  allowance  (PNA)  each  month  to  cover  a  wide 
lge  of  expenses  not  paid  for  by  Medicaid.  On  July  1,  1988,  the 
IA  was  increased  from  $25  to  $30  per  month.  States  have  the  op- 
ti  to  supplement  this  payment,  which  26  States  do.  Prior  to  this, 

>  PNA  had  not  been  increased— or  adjusted  for  inflation — since 
tigress  first  authorized  payment  in  1972.  As  a  result,  the  $25 
A  was  worth  less  than  $10  in  1972  dollars.  Unfortunately,  there 
ao  provision  for  a  cost-of-living  adjustment  (COLA)  in  the  PNA, 
>n  though  noninstitutionalized  recipients  of  Social  Security  and 
j  benefits  have  received  annual  COLAs  to  their  benefits  since 
(4. 

\>r  impoverished  nursing  home  residents,  the  PNA  represents 

>  extent  of  their  ability  to  purchase  basic  necessities  like  tooth- 
ite  and  shampoo,  eye  glasses,  clothing,  laundry,  newspapers,  and 
me  calls.  In  addition  to  personal  needs,  many  nursing  home 
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residents  have  substantial  medical  needs  that  are  not  covered  b; 
State  Medicaid  programs.  Although  the  PNA  is  not  intended  t 
cover  medical  items,  these  residents  may  have  to  save  their  PNA' 
over  many  months  to  pay  for  these  costs,  such  as  hearing  aids  an< 
dentures. 

If  a  nursing  home  resident  enters  a  hospital,  he  must  pay  a  dail; 
fee  to  the  nursing  facility  to  reserve  his  bed  there.  Even  though  . 
resident  who  cannot  pay  this  fee  is  likely  to  lose  his  place  in  th 
nursing  home,  40  percent  of  State  Medicaid  plans  will  not  cover  th 
cost  nor  guarantee  the  nursing  home  resident  a  bed  to  come  bac 
to.  As  a  result  of  the  various  expenses  not  covered  by  many  Medic 
aid  programs,  advocates  of  the  Nation's  nursing  home  residents  b€ 
lieve  the  $30  PNA  is  inadequate  to  meet  the  needs  of  most  resi; 
dents. 

(F)  MEDICAID  SECTION  1915  WAIVER  PROGRAMS 

Prior  to  1981,  Federal  regulations  limited  Medicaid  home  car 
services  to  the  traditional  acute  care  model.  To  counter  the  institi; 
tional  bias  of  Federal  long-term  care  spending,  Congress  in  198 
enacted  new  authority  to  waive  certain  Medicaid  requirements  t 
allow  States  to  broaden  coverage  for  a  range  of  community-base 
services  and  to  receive  Federal  reimbursement  for  these  services 
Specifically,  Section  2176  of  the  Omnibus  Budget  Reconciliation  A< 
of  1981  authorized  the  Secretary  of  the  Department  of  Health  an 
Human  Services  to  approve  "Section  2176  waivers"  for  home  an 
community-based  services  for  a  targeted  group  of  individuals  wh( 
without  such  services,  would  require  the  level  of  care  provided  i 
a  hospital,  nursing  facility,  or  intermediate  care  facility,  or  who  ai 
already  in  such  a  facility  and  need  assistance  returning  to  the  con 
munity.  These  waivers  are  also  called  1915(c)  waivers.  The  targe 
population  may  include  the  aged,  the  disabled,  the  mentally  r< 
tarded,  the  chronically  mentally  ill,  persons  with  AIDS,  or  an 
other  population  defined  by  the  State  as  likely  to  need  extended  ir 
stitutional  care.  Community-based  services  under  the  waiver  ii 
elude  case  management,  homemaker/home  health  aide  service 
personal  care  services,  adult  day  care  services,  habilitation  ser 
ices,  respite  care,  and  other  community-based  services.  As  of  Fet 
ruary  1991,  48  States  had  approved  waiver  programs;  of  th* 
amount,  40  States  had  waivers  for  the  elderly  and  disabled.  I 
1991,  waivers  for  the  elderly  and  disabled  served  135,000  peopl 

HCFA  has  expressed  concern  that  the  home  and  communis 
based  waiver  program  may  actually  increase  Federal  expenditure 
for  long-term  care.  While  home  and  community-based  care  may  t 
less  costly  on  an  individual  recipient  basis,  aggregate  Medicai 
costs  may  increase  if  the  program  results  in  the  provision  of  a  nc 
range  of  services  to  persons  who  would  not  otherwise  use  nursin 
homes  or  other  institutional  care  funded  by  Medicaid.  Previous  n 
search  and  demonstration  efforts  in  home  and  community-base 
care  suggest  that  achieving  program  savings  depends  on  how  effe< 
tively  waiver  services  are  targeted.  HCFA  has  argued  th* 
targeting  the  services  to  the  population  most  at  risk  of  entering  a 
institution  is  quite  difficult,  if  not  impossible. 

Spending  for  1915(c)  waiver  services  has  grown  dramatical] 
since  the  enactment  of  the  authority  in  1981.  Federal  and  Stat 
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spending  increased  from  $3.8  million  in  fiscal  year  1982  to  $1.7  bil- 
lion in  fiscal  year  1991.  However,  waiver  spending  represents  a 
small  proportion  of  total  long-term  care  spending.  For  these  pur- 
poses, long-term  care  is  defined  as  including  the  following  Medicaid 
services:  nursing  facility  care,  ICF/MR  care,  home  health,  inpatient 
mental  health,  personal  care,  and  waiver  services  (both  1915(c)  and 
1915(d)).  Waiver  spending  amounted  to  less  than  10  percent  of 
total  long-term  care  spending  in  35  States.  For  all  the  States,  waiv- 
er spending  represented  4.7  percent  of  total  long-term  care  spend- 
ing. These  relatively  small  percentages  reflect  the  large  sums 
States  have  traditionally  spent,  and  continue  to  spend,  on  nursing 
facility  services  and  ICF/MR  care. 

The  1915(c)  waivers  have  proven  to  be  very  popular  with  States, 
and  Congress  has  taken  action  to  ensure  their  continued  availabil- 
ity. OBRA  87  included  provisions  aimed  at  expanding  the  program. 
It  created  a  new  waiver  authority  (Section  1915(d)  waivers)  under 
which  States  can  provide  home  and  community-based  services  for 
the  elderly  alone.  Under  the  1915(d)  waiver  program,  the  require- 
ments that  the  program  be  statewide  and  comparable  for  all  eligi- 
bility groups  may  be  waived.  In  addition,  income  and  resource  rules 
applicable  to  persons  residing  in  the  community  may  be  waived. 
Expenditures  for  skilled  nursing  facility  services,  intermediate  care 
facility  services,  and  home  and  community-based  services  for  indi- 
viduals age  65  and  older  may  not  exceed  a  projected  amount,  which 
is  determined  by  comparing  the  amount  spent  in  the  base  year  for 
such  services,  increased  by  factors  that  take  into  account  increases 
in  the  cost  of  goods  and  services,  the  over-age  65  population,  and 
the  level  of  services  provided.  As  of  1991,  only  Oregon  has  received 
authority  from  HCFA  to  provide  services  under  the  1915(d)  waiver. 

(G)  PRESCRIPTION  DRUG  COVERAGE  UNDER  MEDICAID 
(1)  Data  on  Medicaid  Prescription  Drug  Expenditures 

Medicaid  is  the  largest  outpatient  prescription  drug  program  in 
the  United  States.  Outpatient  prescription  drugs  are  provided  to 
Medicaid  recipients  as  part  of  a  comprehensive  package  of  health 
and  medical  services  made  available  to  low-income  individuals 
under  the  program. 

Total  pharmaceutical  expenditures  for  the  Medicaid  program 
were  about  $6.8  billion  in  1992,  an  increase  of  about  26  percent 
over  total  1991  drug  program  expenditures  of  about  $5.4  billion.15 
Medicaid  drug  program  costs  were  approximately  7.4  percent  of 
total  Medicaid  program  expenditures  in  1992.  Total  Medicaid  pro- 

fram  expenditures  increased  by  20  percent  from  1991,  from  about 
77  billion  to  $91.5  billion  in  1992.  About  22  million  Americans  re- 
ceived drug  coverage  from  the  Medicaid  program  in  1992,  an  in- 
crease of  12  percent  over  1991.  The  average  Medicaid  prescription 
price  in  1992  was  $21.49,  an  increase  of  11  percent  over  the  aver- 
age price  of  $19.30  in  1991.  The  average  expenditure  per  recipient 
for  prescription  drugs  was  $307  in  1992,  an  11  percent  increase 
over  the  1991  average  annual  expenditure  of  $276. 
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The  largest  State-based  Medicaid  drug  program  was  in  Califor- 
nia, with  expenditures  of  $825  million  in  1992.  This  was  about  12 
percent  of  total  Medicaid  drug  program  expenditures,  and  an  in- 
crease of  about  19  percent  in  total  expenditures  from  1991.  New 
York  has  the  next  largest  Medicare  prescription  drug  program, 
with  total  expenditures  of  about  $567  million  in  1992. 

(2)  Update  on  Medicaid  Drug  Rebate  Program 

The  Medicaid  program  continued  to  receive  hundreds  of  millions 
of  dollars  in  rebates  from  drug  manufacturers  in  1993  as  a  result 
of  the  Medicaid  prudent  pharmaceutical  purchasing  provisions  of 
OBRA  90.  These  rebates  helped  to  offset  some  of  the  increase  in 
total  drug  expenditures  by  State  Medicaid  programs,  but  as  is  evi- 
dent, total  Medicaid  expenditures  were  still  escalating  rapidly. 

In  December,  the  Secretary  issued  her  report  to  Congress  on  the 
Medicaid  Drug  Rebate  Program.  The  report  analyzed  various  facets 
of  the  rebate  program  using  data  through  calendar  year  1992,  the 
last  full  year  for  which  reliable  data  were  available.  The  report 
showed  that  the  Medicaid  program  received  rebates  of  $1.1  billion 
in  1992,  with  $655  reflecting  the  Federal  share.  There  were  469 
brand  name  and  generic  drug  manufacturers  participating  in  the 
program  in  that  year.  The  report  emphasized  the  importance  of  the 
inflation-adjustment  rebate  in  holding  down  overall  costs  for  Medic- 
aid. This  is  the  rebate  that  requires  manufacturers  to  rebate  to 
Medicaid  any  increase  in  price  over  the  rate  of  general  inflation  as 
measured  by  the  Consumer  Price  Index  (CPI-U).  Without  this  re- 
bate, Medicaid  expenditures  would  have  been  higher  to  pay  for 
drug  manufacturer  price  inflation. 

Although  the  States  and  the  Federal  Government  have  taken 
steps  in  recent  years  to  contain  overall  Medicaid  drug  program 
costs,  such  as  through  the  rebate  program,  total  Medicaid  expendi- 
tures continued  to  increase  significantly.  For  example,  the  Sec- 
retary's report  found  that  Medicaid  drug  program  expenditures, 
after  removing  the  impact  of  the  rebate,  still  increased  by  20  per- 
cent between  1990  and  1992.  Possible  explanations  include  a  sig- 
nificant increase  in  the  number  of  individuals  who  were  eligible  for 
Medicaid,  an  increase  in  the  number  of  prescriptions  dispensed  per 
recipient,  an  expansion  in  State  Medicaid  drug  formularies,  and 
the  increase  in  the  prices  of  new  prescription  drugs  covered  by 
Medicaid. 

Under  the  President's  health  care  reform  plan,  Medicaid  would 
cease  to  exist  as  a  separate  Federal  program  in  the  later  part  of 
the  1990's.  Medicaid  recipients  would  have  the  choice  of  joining  a 
managed  care  plan  in  their  particular  health  alliance  region.  Pre- 
scription drugs  would  still  be  provided  to  Medicaid  recipients  as 
part  of  the  standard  health  benefits  package  offered  by  the  plans 
to  all  enrollees. 

(3)  Changes  in  the  Medicaid  Outpatient  Prescription  Drug  Program 

Congress  made  three  significant  changes  in  the  Medicaid  out- 
patient prescription  drug  program  in  1993.  More  specifically,  these 
changes  were  made  to  the  Medicaid  prudent  pharmaceutical  pur- 
chasing provisions,  which  were  originally  enacted  as  part  of  OBRA 
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90.  These  three  changes  were  the  elimination  of  the  prohibition  of 
the  State  Medicaid  program's  ability  to  use  drug  formularies;  re- 
peal of  the  requirement  that  State  Medicaid  programs  cover  new 
drugs  without  any  restrictions  (such  as  prior  approval)  for  a  period 
of  6  months;  and  elimination  of  the  calculation  of  the  Medicaid  "ad- 
ditional" or  "inflation-adjusted"  rebate  on  the  basis  of  the  change 
in  the  weighted  average  manufacturers'  price. 

Changes  were  made  in  the  formulary  prohibition  and  the  new 
drug  coverage  requirement  to  give  the  Medicaid  programs  en- 
hanced ability  to  manage  their  outpatient  prescription  drug  bene- 
fits, and  to  save  the  Medicaid  program  money  as  part  of  OBRA  93. 
The  change  in  calculation  of  the  additional  rebate  also  produced 
additional  savings  for  the  Medicaid  program. 

Prior  to  OBRA  93,  State  Medicaid  programs  were  prohibited 
from  using  drug  formularies.  A  formulary  is  a  list  of  drugs  ap- 
proved for  use  in  a  certain  population  or  by  a  specific  health  care 
institution.  Almost  every  hospital  and  many  managed  care  plans 
use  a  formulary  as  a  way  of  controlling  drug  costs,  and  improving 
quality  of  pharmaceutical  care.  This  formulary  prohibition  was  in- 
cluded in  OBRA  90  in  return  for  manufacturers  providing  rebates 
to  the  Medicaid  program.  These  rebates  were  enacted  in  order  to 
lower  the  cost  of  prescription  medications  for  the  Medicaid  pro- 
gram. Billions  of  dollars  in  rebates  have  been  paid  by  manufactur- 
ers to  State  Medicaid  programs  since  enactment  of  OBRA  90. 
Chairman  Pryor  was  the  primary  Senate  sponsor  of  legislation  to 
lower  the  cost  of  drugs  for  Medicaid. 

Under  OBRA  93,  State  Medicaid  programs  can  use  formularies, 
but  if  a  drug  is  not  included  on  the  formulary,  the  State  still  has 
to  provide  the  drug,  but  can  subject  the  drug  to  prior  authorization. 
This  process  requires  the  physician  or  pharmacist  to  obtain  ap- 
proval from  the  State  before  the  drug  can  be  provided.  In  order  to 
assure  that  Medicaid  beneficiaries  have  access  to  the  latest  phar- 
maceuticals, the  State  may  not  exclude  any  drug  from  the  for- 
mulary that  represents  a  significant,  clinically  meaningful  thera- 
peutic advantage  in  terms  of  safety  and  efficacy  over  drugs  already 
on  the  formulary  to  treat  a  particular  condition.  The  State  has  to 
provide  a  written  explanation  if  it  decides  to  exclude  a  drug  from 
the  formulary. 

To  help  develop  their  formularies,  States  are  required  to  estab- 
lish a  Committee  consisting  of  physicians  and  pharmacists.  A  State 
may  use  its  Drug  Use  Review  (DUR)  Board  to  serve  in  this  capac- 
ity. States  are  required  to  establish  these  DUR  Boards  to  serve  in 
an  advisory  capacity  in  designing  the  State's  Drug  Use  Review  pro- 
gram. These  DUR  programs  are  further  described  in  the  section 
below. 

Under  OBRA  93,  States  are  no  longer  required  to  cover  new 
drugs  unrestricted  for  a  period  of  6  months  from  the  time  of  FDA 
approval.  For  example,  under  OBRA  90,  States  were  not  allowed  to 
pnor  authorize  any  new  drug  until  6  months  after  the  day  that  the 
drug  had  been  approved  by  the  FDA.  This  provision  was  originally 
included  in  OBRA  90  to  assure  that  Medicaid  beneficiaries  had  ac- 
cess to  the  most  up-to-date  pharmaceuticals  that  were  available. 
However,  the  formulary  language  adopted  by  the  Congress  in 
OBRA  93  assures  that  Medicaid  recipients  have  access  to  new 
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drugs  that  represent  significant  advances  over  drugs  already  on  the 
market.  This  was  the  original  policy  objective  in  including  this  lan- 
guage in  OBRA  90.  Therefore,  States  can  now  prior  authorize  any 
new  drug  that  does  not  represent  a  significant  advance  over  drugs 
already  on  the  market. 

Finally,  OBRA  93  repealed  the  requirement  that  the  "additional" 
rebate  provided  by  the  manufacturers  to  Medicaid  as  a  result  of 
price  increases  that  exceed  the  rate  of  general  inflation  be  cal- 
culated on  a  "weighted  average"  manufacturers'  price  (WAMP) 
method  beginning  in  1994.  This  additional  rebate  has  been  cal- 
culated on  a  drug-by-drug  basis  since  1991,  and  was  slated  to 
switch  to  a  WAMP  method  beginning  in  1994.  The  change  in  OBRA 
93  means  that  the  additional  rebate  will  continue  to  be  calculated 
on  a  drug-by-drug  basis  as  long  as  the  rebate  program  remains  in 
existence.  This  change  was  made  because  of  the  difficulty  that 
HCFA  was  having  in  developing  an  appropriate  WAMP  formula. 

(4)  Medicaid  Drug  Use  Review  Program 

Under  OBRA  90,  each  State  Medicaid  program  is  required  to 
have  in  place  a  comprehensive  program  of  Drug  Use  Review  (DUR) 
by  January  1,  1993.  The  purpose  of  this  program  is  to  assure  that 
drugs  are  used  appropriately,  and  not  likely  to  result  in  adverse  re- 
actions or  other  harmful  effects  in  Medicaid  recipients. 

This  DUR  program  includes  a  program  of  prospective  and  retro- 
spective drug  review,  and  educational  interventions  for  health  care 
providers  designed  to  improve  prescribing  and  dispensing  of  pre- 
scription drugs.  Because  they  are  generally  in  poorer  health  and 
therefore  take  more  prescription  drugs  than  the  average  American, 
Medicaid  recipients  are  at  higher  risk  for  adverse  reactions  and 
problems  relating  to  prescription  drug  use.  Under  this  prospective 
DUR  program,  the  pharmacist  will  be  asked  to  ascertain  that  pre- 
scriptions for  Medicaid  recipients  are  appropriate,  and  will  not  re- 
sult in  adverse  reactions  or  drug  interactions  before  the  prescrip- 
tion is  dispensed.  The  pharmacist  will  also  be  asked  to  counsel  the 
Medicaid  recipient  on  the  proper  use  of  the  medication  so  that  the 
intended  medical  outcomes  are  achieved.  Information  such  as  when 
to  take  the  medication,  foods  to  avoid,  and  potential  adverse  reac- 
tions that  may  occur  are  supposed  to  be  discussed  by  the  phar- 
macist with  the  Medicaid  recipient. 

Under  the  retrospective  DUR  program,  data  received  from  the 
prescription  data  system  is  analyzed  by  the  Medicaid  program  to 
identify  patterns  of  inappropriate  use  of  prescription  drugs  by  Med- 
icaid recipients.  Physicians  and  pharmacists  are  supposed  to  be 
alerted  by  Medicaid  to  any  potential  drug  use  problems  with  the 
patient.  Medicaid  will  also  establish  programs  to  educate  health 
professionals  about  particular  problems  identified  in  drug  use 
among  Medicaid  recipients,  and  provide  updates  about  new  drugs 
used  to  treat  medical  conditions  affecting  older  Americans. 

At  the  end  of  1993,  each  State  had  a  DUR  program  in  place,  and 
was  attempting  to  improve  the  quality  of  drug  use  among  Medicaid 
recipients. 
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(5)  State  Based  Pharmaceutical  Assistance  Programs  for  Older 

Americans 

To  provide  financial  relief  for  those  low-income  elderly  who  are 
ineligible  for  Medicaid's  outpatient  prescription  drug  benefit,  10 
States  have  developed  their  own  pharmaceutical  assistance  pro- 
grams (PAPs)  for  the  elderly.  These  States  are  New  York,  New  Jer- 
sey, Pennsylvania,  Delaware,  Maine,  Illinois,  Rhode  Island,  Con- 
necticut, Maryland,  and  Vermont.  These  are  State-financed  pro- 
grams which  help  certain  populations  of  elderly  subsidize  the  costs 
of  prescription  drugs.  Traditionally,  these  programs  serve  elderly 
patients  who  are  poor,  but  have  income  levels  that  make  them  in- 
eligible to  receive  Medicaid. 

In  1992,  these  PAP  programs  provided  additional  whole  or  par- 
tial prescription  drug  coverage  for  almost  1  million  older  Americans 
who  were  ineligible  for  Medicaid,  accounting  for  almost  $600  mil- 
lion in  prescription  drug  expenditures  for  low-income  elderly.  How- 
ever, there  were  also  millions  of  other  older  Americans  in  these  10 
States  that  had  no  form  of  prescription  drug  coverage  and  many 
millions  more  in  States  that  have  no  PAP. 

These  programs  have  experienced  funding  problems  similar  to 
the  Medicaid  program,  primarily  because  of  drug  manufacturer 
price  inflation  in  the  1980's.  Although  these  programs  also  buy 
large  quantities  of  prescription  drugs  each  year,  they  did  not  re- 
ceive any  discounts  or  rebates  that  pharmaceutical  manufacturers 
traditionally  give  to  large-volume  purchasers.  However,  since  the 
enactment  of  OBRA  90,  several  of  the  State  PAPs  have  enacted 
their  own  rebate  program. 

For  example,  New  York  and  Pennsylvania  enacted  rebate  pro- 
grams in  1991.  New  Jersey  and  Rhode  Island  followed  the  lead  of 
the  other  States,  enacting  a  rebate  program  in  1992  that  required 
manufacturers  to  give  these  State  programs  the  "best  price"  that 
they  give  to  any  buyers  in  the  market.  Reflecting  the  incentive  in- 
corporated into  the  Federal  rebate  program,  manufacturers'  prod- 
ucts are  not  reimbursed  by  these  State  PAP  plans  if  they  do  not 
agree  to  provide  the  rebates  specified  under  the  law. 

By  lowering  the  cost  of  prescription  drugs  in  these  PAP  pro- 
grams, States  may  be  able  to  expand  the  programs  to  more  elderly 
who  have  no  insurance  but  do  not  have  substantial  costs  for  pre- 
scription drugs.  However,  many  of  these  State  PAP  programs,  ex- 
periencing funding  crises  due  to  the  exploding  costs  of  prescription 
drugs,  needed  to  enact  these  rebate  programs  just  to  maintain  the 
level  of  services  that  they  are  providing. 

(H)  NURSING  HOME  QUALITY  OF  CARE 

Recent  years  have  seen  significant  legislative  action  regarding 
nursing  home  quality  of  care.  A  summary  of  these  actions  appears 
in  this  section  because  of  Medicaid's  role  in  funding  the  majority 
of  public  costs  for  nursing  home  care. 

During  the  1980's,  a  series  of  investigations  and  studies  found 
that  thousands  of  frail  older  people  were  receiving  inadequate  care 
in  nursing  homes.  Legislation  was  passed  as  part  of  OBRA  87  to 
address  many  of  the  concerns  raised  in  these  investigations.  The 
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OBRA  87  provisions  relating  to  nursing  homes  are  often  referred 
to  collectively  as  nursing  home  reform. 

As  part  of  nursing  home  reform,  OBRA  87  eliminated  the  distinc- 
tion between  skilled  nursing  facilities  and  intermediate  care  facili- 
ties, and  repealed  a  requirement  that  States  pay  less  for  ICF  serv- 
ices. 

There  were  many  provisions  relating  to  the  admission  and  treat- 
ment of  patients.  Nursing  homes  are  now  required  to  conduct  a 
comprehensive  assessment  of  each  resident's  abilities  to  perform 
key  activities.  This  assessment  must  be  used  to  formulate  a  written 
plan  of  care  to  describe  how  each  person's  medical,  psychological, 
and  social  needs  will  be  met.  In  addition,  homes  must  conduct  pre- 
admission screening  on  all  patients  regardless  of  payment  source, 
to  screen  out  individuals  who  do  not  need  nursing  home  care. 

A  significant  portion  of  nursing  home  reform  addresses  the  rights 
of  residents.  Nursing  homes  are  required  to  inform  residents  orally 
and  in  writing  of  their  legal  rights,  including  the  rights  to  choose 
a  physician;  be  informed  in  advance  about  treatment;  be  free  from 
physical  or  chemical  restraints;  have  privacy  in  accommodations, 
medical  treatment,  written  and  telephone  communications;  con- 
fidentiality of  personal  and  clinical  records;  and  immediate  access 
to  a  State  or  long-term  care  ombudsman. 

There  were  also  many  provisions  relating  to  staffing  (all  facilities 
are  required  to  have  an  R.N.  on  duty  8  hours  per  day,  7  days  per 
week)  and  training  for  nurse  aides.  OBRA  87  also  lays  out  the 
process  of  surveying  and  certifying  facilities,  as  well  as  the  enforce- 
ment process.  Most  of  the  provisions  in  OBRA  87  took  effect  in 
1989  and  1990. 

The  next  time  nursing  home  reform  was  approached  legislatively 
was  in  OBRA  90,  when  technical  corrections  were  made  to  OBRA 
87.  This  followed  much  frustration  on  the  part  of  service  providers 
and  advocates  over  some  problems  with  OBRA  including  lack  of 
guidance  from  HCFA,  concerns  among  providers  and  States  about 
the  costs  of  implementation,  and  Congressional  inaction  on  tech- 
nical amendments.  In  1991  and  1992,  there  was  no  legislative  ac- 
tion on  nursing  home  reform.  After  the  long-awaited  inclusion  in 
OBRA  90  of  a  variety  of  1987  technical  provisions,  there  was  a  gen- 
eral consensus  among  Members  of  Congress  who  had  been  active 
on  this  issue  that  the  implementation  of  OBRA  87  would  progress 
more  successfully  without  further  legislative  intervention. 

(I)  ASSET  TRANSFER  AND  ESTATE  RECOVERY 

Legislation  enacted  as  part  of  the  OBRA  93  instituted  more 
stringent  limitations  on  sheltering  assets  for  the  purpose  of  qualify- 
ing for  Medicaid.  Despite  earlier  provisions  that  were  intended  to 
ensure  that  assets  are  used  for  the  cost  of  care  rather  than  given 
away,  anecdotal  reports  and  recent  interview  surveys  of  Medicaid 
officials  suggest  that  nonpoor  elderly  persons  are  successfully  using 
estate  planning  to  avoid  applying  their  wealth  to  the  costs  of  long- 
term  care  services  for  the  purpose  of  having  Medicaid  pay  for  their 
care. 
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According  to  reports,  a  number  of  different  strategies  have  been 
used  to  protect  assets.16  One  strategy  would  have  persons  convert 
assets  that  are  counted  for  purposes  of  Medicaid  eligibility,  such  as 
savings  accounts  or  CDs,  into  exempt  assets.  The  home  is  the  most 
significant  asset  that  is  exempt  at  the  time  a  person  applies  for 
Medicaid.  Using  cash  on  hand  for  a  new  roof  or  for  remodeling  a 
kitchen  or  for  paying  off  a  mortgage  will  protect  those  countable  as- 
sets from  having  to  be  applied  to  the  cost  of  nursing  home  care. 

Another  strategy  has  encouraged  persons  to  transfer  assets 
through  joint  bank  accounts.  For  example,  a  son's  name  may  be 
added  to  his  mother's  bank  account,  and  the  son  may  then  with- 
draw all  funds  from  the  account  and  place  them  in  his  own  ac- 
count. Because  most  State  banking  laws  recognize  that  all  tenants 
in  a  joint  account  have  full  ownership  rights  to  the  entire  account, 
the  transaction  has  not  been  considered  a  prohibited  transfer  by 
State  Medicaid  plans. 

Persons  have  also  been  able  to  shelter  assets  in  trusts.  A  trust 
allows  a  person  to  give  ownership  of  property  to  a  trustee  who  will 
hold  and  manage  the  property  for  the  benefit  of  that  person.  Fre- 
quently trusts  are  preferred  to  the  actual  transferring  of  assets  be- 
cause they  can  be  arranged  to  allow  persons  to  retain  greater  con- 
trol over  how  assets  and  asset  income  will  be  distributed  over  the 
individual's  remaining  lifetime  and  upon  death.  Not  all  trusts,  how- 
ever, have  allowed  persons  to  shelter  assets  for  purposes  of  Medic- 
aid eligibility.  Medicaid  law  has  used  the  term  "Medicaid  qualifying 
trust"  to  describe  a  trust  that  cannot  under  any  circumstances  be 
used  to  shelter  assets.  Medicaid  has  required  that  if  a  trustee  has 
discretion  over  how  the  income  and  principal  of  a  trust  is  distrib- 
uted, then  the  maximum  amount  that  could  be  made  available  to 
the  beneficiary  must  be  counted  for  Medicaid  eligibility  purposes, 
regardless  of  whether  the  trustee  chooses  to  distribute  the  amount. 

How  extensively  these  and  many  other  strategies  are  being  used 
to  protect  assets  so  that  Medicaid  ends  up  paying  sooner  than  it 
otherwise  would  is  unknown.  No  comprehensive  survey  has  been 
conducted  to  indicate  how  many  people  transferred  assets  or  par- 
ticipated in  estate  planning  prior  to  applying  for  Medicaid.  Nor  has 
research  determined  what  impact  estate  planning  is  having  on 
Medicaid  expenditures  for  nursing  home  care  or  what  impact  it  will 
have  on  future  expenditures. 

The  only  empirical  evidence  of  estate  planning  activity  comes 
from  a  snapshot  picture  of  Medicaid  nursing  home  applicants  in 
the  State  of  Massachusetts  in  October  1992.  The  GAO  reviewed  a 
random  sample  of  403  Medicaid  application  files  for  nursing  home 
benefits  in  Massachusetts  for  that  month.17  GAO  found  that  more 
than  half  of  the  Medicaid  applicants  had  either  converted  assets 
from  one  form  to  another,  thereby  making  them  unavailable  for 
nursing  home  costs,  or  transferred  assets  to  another  party  during 
the  preceding  30-month  period. 


^Burwell,  Brian,  Middle  Class  Welfare,  State  Responses  to  Medicaid  Estate  Planning  Cam- 
bridge, SysteMetrics/MEDSTAT,  May  1993.  Budish,  Armond  D.  Avoiding  the  Medicaid  Trap- 
J"'  t^,^eat.  the  Catastrophic  Costs  of  Nursing  Home  Care,  New  York,  Henry  Hold  and  Co., 
1989.  This  discussion  draws  heavily  on  these  works. 

"U.S.  GAO,  Medicaid  Estate  Planning,  July  20,  1993.  GAO/HRD-93-29R. 
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Asset  conversions,  the  most  common  form  of  Medicaid  estate 
planning  found  by  GAO,  averaged  $5,600  and  typically  involved 
setting  aside  money  for  burial  arrangements.  Other  less  common 
types  of  conversions  included  home  repairs  and  automobile  pur- 
chases. Asset  transfers  were  far  less  frequent,  but  involved  larger 
amounts  of  money.  Slightly  more  than  10  percent  of  the  total  cases 
involved  asset  transfers  that  included  cash  transfers,  real  estate 
transfers,  and  trusts.  Transfers,  typically  to  family  members,  aver- 
aged $46,000,  with  one  of  every  three  transfers  for  less  than 
$10,000.  Of  those  applicants  with  transferred  assets,  half  were  de- 
nied eligibility. 

The  majority  of  applicants  had  neither  significant  assets  nor  in- 
come. On  average,  applicants  had  $38,202  in  assets,  including  the 
applicants  who  owned  their  primary  residence.  Excluding  the  value 
of  the  primary  residences,  applicants  had  an  average  of  $14,875  in 
assets.  Applicants  had  an  average  annual  income  of  $11,227,  with 
more  than  half  of  the  applicants  having  less  than  $10,000  and  92 
percent  having  less  than  $20,000. 

In  response  to  concerns  of  State  officials  about  estate  planning 
activity,  as  well  as  concerns  of  the  private  insurance  industry  that 
the  ability  of  persons  to  transfer  assets  undermines  the  growth  of 
the  long-term  care  insurance  market,  Congress  included  amend- 
ments to  the  transfer  of  assets  law  in  OBRA  93.  The  amendments 
will  make  it  more  difficult  for  persons  needing  long-term  care  to 
gain  Medicaid  eligibility  after  transferring  assets  for  less  than  fair 
market  value. 

Under  the  OBRA  93  amendments,  States  are  required  to  provide 
for  a  delay  in  Medicaid  eligibility  for  institutionalized  persons  or 
their  spouses  who  dispose  of  assets  for  less  than  fair  market  value 
during  a  look-back  period.  This  period  is  defined  as  the  36  months 
prior  to  the  first  day  when  the  individual  is  both  institutionalized 
and  has  applied  for  benefits.  (In  the  case  of  trusts  described  below, 
the  look-back  period  is  60  months.)  At  their  option,  States  may  also 
delay  eligibility  for  noninstitutionalized  persons  who  receive  certain 
home  care  services  and  who  transfer  assets  for  less  than  fair  mar- 
ket value  during  this  look-back  period.  Assets  are  defined  as  in- 
cluding all  income  and  resources  of  the  individual  and  the  individ- 
ual's spouse,  including  any  income  or  resources  which  the  individ- 
ual or  spouse  is  entitled  to  but  does  not  receive  because  of  action 
by  the  individual  or  spouse  or  by  a  person,  court,  or  administrative 
body  acting  in  place  of  or  on  behalf  of  or  at  the  direction  of  the  in- 
dividual or  spouse. 

The  actual  iength  of  the  period  of  ineligibility  is  determined  by 
comparing  the  cost  of  care  and  the  value  of  the  assets  transferred. 
There  is  no  longer  a  durational  limitation  in  the  ineligibility  period 
for  having  transferred  assets  for  less  than  fair  market  value.  The 
number  of  months  of  ineligibility  is  equal  to  the  total  cumulative 
uncompensated  value  of  the  assets  transferred  divided  by  the  aver- 
age monthly  cost  to  a  private  patient  or  nursing  facilities  in  the 
State  or,  at  the  option  of  the  State,  in  the  community  in  which  the 
individual  is  institutionalized.  The  period  of  ineligibility  begins 
with  the  first  month  during  which  the  assets  were  transferred  and 
which  does  not  occur  in  any  other  period  of  ineligibility.  Penalties 
are  not  applied  to  transfers  to  spouses,  transfers  to  minor  or  dis- 
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abled  children,  or  transfers  to  trusts  solely  for  the  benefit  of  dis- 
abled persons  under  65. 

OBRA  93  also  addresses  the  problem  of  jointly  owned  bank  ac- 
counts discussed  above.  The  revised  law  provides  that  in  the  case 
of  an  asset  held  by  an  individual  in  common  with  another  person 
or  persons  in  joint  tenancy,  tenancy  in  common,  or  similar  arrange- 
ment, the  asset  will  be  considered  transferred  when  any  action  is 
taken,  either  by  the  individual  or  any  other  person,  that  reduces 
or  eliminates  the  individual's  ownership  or  control  of  the  asset. 

These  transfer  of  asset  provisions  are  effective  with  respect  to  as- 
sets disposed  of  after  August  10,  1993,  the  date  of  enactment  of 
OBRA  93. 

In  addition,  OBRA  93  includes  provisions  that  result  in  most 
trusts  being  considered  resources  available  to  the  individual  for  the 
cost  of  care,  or  assets  that  have  been  transferred  for  less  than  fair 
market  value.  An  individual  is  considered  to  have  established  a 
trust  if  assets  of  the  individual  v/ere  used  to  form  all  or  part  of  the 
corpus  of  the  trust  and  if  certain  persons  established  the  trust. 
These  include  the  individual;  the  individual's  spouse;  a  person,  in- 
cluding a  court  or  administrative  body  with  legal  authority  to  act 
in  place  of  or  on  behalf  of  the  individual  or  spouse;  and  a  person, 
including  any  court  or  administrative  body  acting  at  the  direction 
of  or  upon  the  request  of  the  individual  or  spouse. 

The  law  distinguishes  between  revocable  and  irrevocable  trusts 
and  establishes  rules  regarding  each.  In  the  case  of  revocable 
trusts,  the  corpus  of  the  trust  must  be  considered  resources  avail- 
able to  the  individual;  payments  from  the  trust  to  or  for  the  benefit 
of  the  individual  must  be  considered  income  of  the  individual;  and 
any  other  payments  from  the  trust  must  be  considered  transferred 
assets.  In  the  case  of  an  irrevocable  trust,  if  there  are  any  cir- 
cumstances under  which  payments  can  be  made  from  the  trust  for 
the  benefit  of  the  individual,  then  the  corpus  and  payments  from 
the  trust  shall  be  treated  the  same  as  revocable  trusts.  An  irrev- 
ocable trust  from  which  no  payments  may  be  made  to  the  individ- 
ual shall  be  considered  a  transfer  of  assets  as  of  the  date  of  the 
establishment  of  the  trust;  its  value  is  determined  by  including  the 
amount  of  any  payments  made  from  the  trust  after  this  date. 

For  trusts  that  are  considered  transfers,  the  look-back  period  is 
60  months.  The  law  provides  exemptions  for  trusts  containing  the 
assets  of  a  disabled  individual  under  65,  specified  income  trusts  in 
States  using  the  300  percent  rule  for  nursing  home  eligibility,  and 
pooled  trusts  for  disabled  persons.  States  are  required  to  establish 
procedures  for  waiving  the  application  of  these  rules  in  cases  of 
undue  hardship.  Trust  provisions  are  effective  with  respect  to 
trusts  established  after  August  10,  1993,  the  date  of  enactment  of 
OBRA  93. 

OBRA  93  also  includes  related  amendments  on  estate  recovery. 
Under  Medicaid  law,  States  have  had  the  option  of  seeking  recov- 
ery of  amounts  correctly  paid  on  behalf  of  an  individual  under  its 
Medicaid  program  from  the  individual's  estate  if  the  individual  was 
65  years  of  age  or  older  at  the  time  he  or  she  received  Medicaid 
benefits. 

OBRA  93  mandates  that  States  recover  from  an  individual's  es- 
tate amounts  paid  by  Medicaid  for  nursing  facility  services,  home 
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and  community-based  care,  and  related  hospital  and  prescription 
drug  services,  or,  at  the  option  of  the  State,  any  item  or  service  cov- 
ered under  the  State  Medicaid  plan.  For  purposes  of  these  recovery 
provisions,  estates  are  defined  to  include  all  real  and  personal 
property  and  other  assets  included  within  an  individual's  estate,  as 
defined  under  State  laws  governing  the  treatment  of  inheritance. 
At  the  option  of  the  State,  recoverable  estates  can  also  include  any 
other  real  and  personal  property  and  other  assets  in  which  the  in- 
dividual has  any  legal  title  or  interest  at  the  time  of  death,  includ- 
ing such  assets  conveyed  to  a  survivor,  heir,  or  assignee  of  the  de- 
ceased individual  through  joint  tenancy,  tenancy  in  common,  survi- 
vorship, life  estate,  living  trust,  or  other  arrangement.  The  provi- 
sions apply  to  estates  of  persons  who  were  55  years  of  age  or  older 
when  they  received  Medicaid  assistance.  Special  provisions  apply  to 
persons  who  become  eligible  for  Medicaid  under  a  more  liberal 
asset  standard  used  in  certain  States  for  those  who  purchase  long- 
term  care  insurance.  States  are  required  to  establish  procedures  for 
waiving  the  application  of  these  rules  in  cases  of  undue  hardship. 
These  provisions  apply  to  Medicaid  payments  made  for  calendar 
quarters  beginning  on  or  after  October  1,  1993,  with  a  delay  per- 
mitted when  State  legislation  is  needed. 

(J)  MEDICAID  FINANCING  INITIATIVES 

In  the  past  few  years,  many  States  have  grown  increasingly  frus- 
trated with  the  rising  costs  of  their  Medicaid  programs.  Health 
care  inflation,  new  Medicaid  mandates,  and  the  recession  with  its 
attendant  unemployment  have  all  contributed  to  the  rapid  growth 
in  the  costs  of  funding  Medicaid,  for  the  States  and  Federal  govern- 
ments. As  a  result,  many  States  have  begun  to  explore  new  sources 
of  Medicaid  funding.  The  most  notable  example  of  this  is  provider- 
specific  taxes  and  voluntary  contributions.  These  were  the  focus  of 
debate  in  1991,  because  although  they  were  enthusiastically  sup- 
ported by  many  States,  the  Administration  was  strongly  opposed  to 
their  use. 

The  controversy  surrounding  this  issue  began  in  February  1990, 
when  HCFA  published  proposed  rules  that  would  prohibit  States 
from  using  voluntary  donations  of  funds  from  hospitals  and  pro- 
vider-specific taxes  to  supplement  the  State's  financial  share  of  the 
Medicaid  program.  Congress  had  placed  a  moratorium  on  HCFA's 
issuance  of  these  regulations,  which  expired  on  December  31,  1989. 
HCFA's  rationale  for  the  proposed  rule  is  that  the  use  of  these 
aforementioned  funding  sources  unfairly  increases  the  Federal 
share  of  Medicaid  payments  relative  to  the  State's  share.  In  re- 
sponse to  these  regulations,  a  provision  was  included  in  OBRA  90 
that  placed  a  moratorium  on  the  regulation  as  it  pertained  to  vol- 
untary contributions  to  December  31,  1991,  and  permitted  the  use 
of  provider-specific  taxes. 

In  September  1991,  HCFA  published  proposed  regulations  that 
would  prohibit  the  use  of  voluntary  contributions  and  severely  limit 
the  use  of  provider-specific  taxes.  HCFA's  actions  angered  many 
Members  of  Congress,  as  well  as  those  States  who  had  developed 
new  programs,  as  they  believed  the  regulation  (primarily  with  re- 
spect to  provider-specific  taxes)  contradicted  the  law.  After  much 
discussion  and  debate  (and  the  publication  of  a  revised  regulation 


191 

in  October),  Congress  approved  in  November  1991  a  compromise 
proposal  developed  by  the  National  Governors  Association  and  the 
Administration.  This  agreement,  included  in  Public  Law  102-234, 
allows  States  to  levy  broad-based  taxes  on  providers  to  raise  reve- 
nues for  their  Medicaid  programs  for  the  next  3  years,  so  long  as 
the  funds  raised  do  not  exceed  25  percent  of  the  State's  share  of 
their  Medicaid  program.  The  legislation  also  permits  those  States 
which  do  not  have  a  regular  legislative  session  scheduled  until 
1993  to  keep  their  existing  programs  in  place  until  July  1993.  Vol- 
untary donations  programs  are  eliminated  as  of  October  1,  1992. 
Regulations  implementing  this  legislation  were  published  in  No- 
vember 1992. 

In  1993,  there  was  further  attention  to  this  issue.  The  most  ag- 
gressive of  a  new  batch  of  accounting  gimmicks  were  the  "intergov- 
ernmental transfers"  used  by  North  Carolina  to  boost  its  Federal 
Medicaid  reimbursement.  They  have  become  critical  financing  de- 
vices in  California,  Texas,  and  Michigan.  The  technique  involves 
transferring  funds  from  one  State  agency  to  another  to  capture 
Federal  matching  funds.  In  the  North  Carolina  plan,  four  State-run 
mental  hospitals  transfer  about  $100  million  a  year  to  the  State 
Medicaid  program.  That  counts  as  a  State  contribution  to  the  Med- 
icaid program,  and  qualifies  North  Carolina  for  about  $200  million 
a  year  in  Federal  matching  funds.  After  the  Federal  money  has 
been  received,  all  the  money  is  shifted  to  the  accounts  of  the  State 
mental  hospitals.  There,  the  $200  million  in  Federal  funds  is  con- 
sidered to  be  a  "surplus"  that  the  State  can  use  for  any  purpose. 

2.  Medicare 

(a)  introduction 

The  Medicare  program,  which  insures  almost  98  percent  of  all 
older  Americans  without  regard  to  income  or  assets,  primarily  pro- 
vides acute  care  coverage  for  those  age  65  and  older,  particularly 
hospital  and  surgical  care  and  accompanying  periods  of  recovery. 
Medicare  does  not  cover  either  long-term  or  custodial  care.  How- 
ever, it  does  cover  care  in  a  skilled  nursing  facility  (SNF),  home 
health  care,  and  hospice  care  in  certain  circumstances. 

(B)  THE  SKILLED  NURSING  FACILITY  BENEFIT 

In  order  to  receive  reimbursement  under  the  Medicare  SNF  ben- 
efit, which  is  financed  under  Part  A  of  the  Medicare  program,  a 
beneficiary  must  be  in  need  of  skilled  nursing  care  on  a  daily  basis 
for  an  acute  illness.  The  program  pays  for  neither  intermediate 
care  facility  services  nor  custodial  care  in  a  nursing  home. 

The  SNF  benefit  is  tied  to  a  "spell  of  illness"  which  begins  when 
a  beneficiary  enters  the  hospital  and  ends  when  he  or  she  has  not 
been  an  inpatient  of  a  hospital  or  SNF  for  60  consecutive  days.  A 
beneficiary  is  entitled  to  100  days  of  SNF  care  per  spell  of  illness, 
following  a  3-day  prior  hospitalization.  Days  21-100  are  subject  to 
a  daily  coinsurance  charge  ($84.50  in  1993),  which  is  equal  to  one- 
eighth  of  the  hospital  deductible. 

In  1990,  Medicare  covered  22,873,000  days  of  care  for  aged  bene- 
ficiaries, which  was  an  average  of  37  days  for  each  person  served. 
In  comparison,  in  1983,  there  were  9,010,052  days  of  care,  with  an 
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average  of  35.1  days  for  each  person  served.18  This  change  is  a  re- 
sult of  both  an  increase  in  shorter  SNF  stays  and  a  decrease  in 
longer  SNF  stays.  From  1983  to  1985,  SNF  stays  with  7  or  fewer 
covered  days  increased  more  than  56  percent,  and  SNF  stays  with 
31  or  more  covered  days  decreased  18  percent.19  There  are  two  pri- 
mary factors  affecting  the  changing  use  of  the  SNF  benefit— Medi- 
care's Prospective  Payment  System  (PPS)  and  the  rising  SNF 
copayment.  When  PPS  was  implemented  in  1983,  HCFA  antici- 
pated an  increase  in  SNF  utilization  because  of  the  incentives  for 
earlier  discharge,  and  consequently,  possible  abuse  of  the  benefit. 
As  a  result,  fiscal  intermediaries  intensified  their  reviews  of  SNF 
claims,  leading  to  the  lowest  utilization  rate  in  the  history  of  the 
program  in  1987—248  per  1,000  enrollees.20  Rising  hospital  costs 
in  the  1980's  increased  the  Part  A  hospital  deductible,  which  in 
turn  increased  the  SNF  copayment.  Often,  the  SNF  copayment  ex- 
ceeds the  SNF's  regular  daily  charge,  in  which  case  the  beneficiary 
usually  prefers  to  end  Medicare  coverage  for  that  stay. 

(C)  THE  HOME  HEALTH  BENEFIT 

Both  Part  A  and  Part  B  of  the  Medicare  program  cover  home 
health  services  without  a  deductible  or  coinsurance  charge.  There 
is  no  statutory  limit  on  the  number  of  home  health  visits  covered 
and  no  prior  hospitalization  requirement.  The  Medicare  home 
health  benefit  has  no  statutory  limit  on  the  number  of  days  cov- 
ered;  however,  it  is  most  often  received  for  short  periods  of  care 
and  only  for  treatment  of  an  acute  care  condition  or  for  post-acute 
care.  Below  is  a  brief  description  of  Medicare's  home  health  benefit; 
developments  with  regard  to  this  program  are  discussed  in  greater 
detail  in  Part  B  of  this  chapter. 

Home  health  services  covered  under  Medicare  include  the  follow- 
ing: 

Part  time  or  intermittent  nursing  care  provided  by,  or  under 
the  supervision  of,  a  registered  professional  nurse; 
Physical,  occupational,  or  speech  therapy;  I 

Medical  social  services  provided  under  the  direction  of  a  phy- 
sician; 

Medical  supplies  and  equipment  (other  than  drugs  and  medi- 
cines); 

Medical  services  provided  by  an  intern  or  resident  enrolled 
in  a  teaching  program  in  a  hospital  affiliated  or  under  contract 
with  a  home  health  agency;  and 

Part  time  or  intermittent  services  provided  by  a  home  health 
aide,  as  permitted  by  regulations. 
To  qualify  for  home  health  services,  the  Medicare  beneficiary 
must  be  confined  to  the  home  and  under  the  care  of  a  physician. 
In  addition,  the  person  must  need  intermittent  skilled  nursing  care 
or  physical  or  speech  therapy.  Services  must  be  provided  by  a  home 
health  agency  certified  to  participate  under  Medicare,  according  to 
a  plan  of  treatment  prescribed  and  reviewed  by  a  physician.  The 


18  Silverman,   Herbert  A.,  "Medicare-Covered  Skilled  Nursing  Facility  Services,"   1967-88, 
Health  Care  Financing  Review,  Spring  1991,  Volume  12,  No.  3,  p.  106. 

19Latta,  Viola  B.  and  Roger  E.  Keene,  "Use  and  Cost  of  Skilled  Nursing  Facility  Services 


Under  Medicare,"  1987.  Health  Care  Financing  Review,  Volume  11,  No 
20  Silverman,  Health  Care  Financing  Review,  p.  107. 


Fall  1989,  p.  105. 
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patient  is  not  subject  to  any  cost-sharing,  such  as  deductibles  or  co- 
insurance, for  covered  home  care.  Although  there  is  no  limit  on  the 
number  of  covered  visits,  program  guidelines  generally  limit  daily 
home  health  care  to  5  days  per  week  for  2  to  3  weeks. 

Medicare  is  playing  an  increasing  role  in  financing  home  health 
care.  In  the  mid-1980's,  Medicare  certified  home  health  agencies 
had  leveled  ofT  at  5,900  due  to  increasing  paperwork  and  what 
some  advocates  said  were  difficult  payment  policies.  After  a  suc- 
cessful lawsuit  led  by  Members  of  Congress  including  Claude  Pep- 
per, home  health  payment  policies  were  rewritten  resulting  in  a 
significant  increase  in  Medicare  outlays  for  home  care.  According 
to  the  National  Association  for  Home  Care,  the  number  of  home 
health  agencies  has  risen  to  an  all-time  high  of  6,902  as  of  August 
1993.  To  give  an  example  of  how  Medicare  home  health  expendi- 
tures have  risen  in  recent  years,  in  1980,  Medicare  outlays  were 
$662  million.  The  figure  for  1987  was  $1,879  billion,  and  for  1993 
was  $11,707  billion. 

(D)  THE  HOSPICE  BENEFIT 

Medicare  also  covers  a  range  of  home  care  services  for  terminally 
ill  beneficiaries.  These  services,  authorized  in  1982  and  referred  to 
as  Medicare's  hospice  benefit,  are  available  to  beneficiaries  with  a 
life  expectancy  of  6  months  or  less.  Hospice  care  benefits  include 
nursing  care,  outpatient  drugs,  therapy  services,  medical  social 
services,  home  health  aide  services,  physician  services,  counseling, 
and  short  term  inpatient  care.  A  Medicare  beneficiary  who  elects 
hospice  care  waives  entitlement  to  Medicare  benefits  related  to  the 
treatment  of  the  terminal  condition  or  related  conditions,  except  for 
the  services  of  the  patient's  attending  physician.  Payments  to  pro- 
viders for  covered  services  are  subject  to  a  cap,  which  was  $12,248 
in  1993,  and  enrollees  are  liable  for  copayments  for  outpatient 
drugs  and  respite  care.  Coverage  for  hospice  services  was  subject 
to  a  lifetime  limit  of  210  days,  although  this  limitation  was  ex- 
tended by  OBRA  90  (P.L.  101-508),  if  the  beneficiary  is  recertified 
as  terminally  ill  by  a  physician. 

(E)  EXPENDITURES 

Medicare  expenditures  for  these  services  generally  have  been 
small.  In  1991,  Medicare  outlays  for  SNF  care  were  $2.7  billion, 
which  represents  4.5  percent  of  the  total  $60  billion  spent  on  nurs- 
ing home  care,  and  slightly  over  2  percent  of  total  Medicare  spend- 
ing.21 Medicare  payments  for  home  health  care  in  1992  were  $6  bil- 
lion, an  increase  of  about  24  percent  over  1991.  This  represents 
2,480  visits  per  1,000  enrollees,  with  an  average  charge  of  $74  per 
visit.22  Expenditures  for  hospice  care  in  1992  were  $605  million, 
which  represents  120,477  admissions  with  an  average  of  55  days 
of  covered  care  per  admission. 


21Levit,  et  al.,  Health  Care  Financing  Review,  p.  40. 

22  Committee  on  Ways  and  Means,  U.S.  House  of  Representatives.  Background  Material  and 
Uata  on  Programs  Within  the  Jurisdiction  of  the  Committee  on  Ways  and  Means,  Committee 
rtint  102-44,  102nd  Congress,  2nd  Session,  Washington,  DC,  U.S.  Government  Printing  Office 
May  15,  1992,  p.  160.  Levit,  et  al.,  Health  Care  Financing  Review,  p.  49. 
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3.  The  Older  Americans  Act 
(a)  introduction 

The  Older  Americans  Act  (OAA)  provides  funding  to  the  network 
to  State  units  on  aging  and  area  agencies  on  aging  to  provide  a 
range  of  home  and  community-based  services.  Although  the  Older 
Americans  Act  budget  is  small  compared  to  the  Federal  funding 
available  under  the  Medicare  and  Medicaid  programs,  it  is  an  im- 
portant source  of  community-based  services  in  some  communities. 

Although  the  OAA  does  not  focus  exclusively  on  long-term  care, 
development  of  programs  for  persons  in  need  of  both  home  and 
community-based  and  institutional  long-term  care  services  has 
been  a  focus  in  various  amendments  to  the  Act.  The  purpose  of 
Title  III  is  to  foster  the  development  of  a  comprehensive  and  co- 
ordinated services  system  that  will  provide  a  continuum  of  care  for 
vulnerable  elderly  persons  and  allow  them  to  maintain  maximum 
independence  and  dignity  in  a  home  environment.  Title  III  specifi- 
cally authorizes  funding  for  many  community-based  long-term  care 
services,  including  homemaker/home  health  aide  services,  adult 
day  care,  respite,  and  chore  services.  It  also  authorizes  the  long- 
term  care  ombudsman  program  whose  purpose  is  to  monitor  the 
quality  of  care  provided  to  institutionalized  older  persons.  Title  III 
funds  a  variety  of  other  supportive  services  and  nutrition  services. 
Home  care  services  have  been  considered  a  priority  service  for  Title 
III  funding  since  1975,  and  in  1987  Congress  authorized  a  distinct 
program  under  Title  III  for  in-home  services  for  the  frail  elderly. 
The  amount  of  funding  devoted  to  home  care  services  under  Title 
III  represents  a  small  fraction  of  the  amount  spent  for  such  serv- 
ices under  Medicaid  and  Medicare;  however,  the  Title  III  program 
has  the  flexibility  to  provide  home  care  services  to  impaired  older 
persons  without  certain  restrictions  that  apply  under  these  pro- 
grams, for  example,  the  skilled  care  requirements  under  Medicare, 
and  the  income  and  asset  tests  under  Medicaid. 

The  role  of  the  OAA  in  providing  congregate  and  home-delivered 
meals  to  the  elderly  in  an  important  contribution  to  the  long-term 
care  continuum.  Data  from  a  1987  national  study  by  the  Agency  for 
Health  Care  Policy  and  Research  on  the  use  of  home  and  commu- 
nity-based services  indicate  that  about  6  percent  of  the  estimated 
5.6  million  functionally  impaired  elderly  use  congregate  meals,  and 
another  6  percent  use  home-delivered  meals.  Recent  trends  in  the 
nutrition  program  indicate  that  State  and  area  agencies  on  aging 
have  given  increased  attention  to  funding  meals  for  the  homebound 
through  the  Title  III  program. 

The  number  of  home  care  visits  to  older  persons  under  the  OAA 
represents  only  a  small  fraction  of  the  amount  provided  under 
Medicare  and  Medicaid.  The  OAA  services,  however,  may  be  pro- 
vided without  the  requirement  under  Medicare  that  persons  be  in 
need  of  skilled  care  and  without  the  strict  income  and  asset  tests 
under  the  Medicaid  program.  In  some  cases,  OAA  funds  may  be 
used  to  assist  persons  whose  Medicare  benefits  have  been  ex- 
hausted or  who  are  ineligible  for  Medicaid. 

Congress  recognized  the  growing  need  for  in-home  services  when 
it  amended  the  OAA  to  expand  in-home  services  authorized  under 
Title  III.  The  Older  Americans  Act  Amendments  of  1987  (P.L.  100- 
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175)  added  a  new  Part  D  to  Title  III,  authorizing  grants  to  States 
tor  nonmedical  in-home  services  for  frail  older  persons.  These  serv- 
ices include  assistance  in  such  areas  as  bathing,  dressing,  eating 
mobility,  or  performance  of  daily  activities  such  as  shopping,  cook- 
ing cleaning,  or  managing  money.  In-home  respite  services  and 
adult  day  care  for  families,  visiting  and  telephone  reassurance,  and 
minor  home  renovation  and  repair  are  additional  examples  of  al- 
lowable services  under  Part  D. 

(B)  EXPENDITURES 

Unlike  the  Title  XX  program  in  which  States  receive  a  block  of 
funds  for  unspecified  social  services,  Congress  makes  separate  ap- 
propriations of  Title  III  funds  for  supportive  services,  congregate 
and  home-delivered  nutrition  services,  and  in-home  services  for  the 
frail  elderly.  States  receive  allotments  of  these  funds  according  to 
the  number  of  persons  age  60  and  older  in  the  State  as  compared 
taii  States.  Fiscal  year  1994  Title  III  appropriations  equaled 
$950.3  million.  The  Older  Americans  Act  chapter  contains  detailed 
information  on  spending  categories. 

The  total  number  of  meals  served  under  the  nutrition  program 
have  increased  by  43  percent  in  the  fiscal  years  1980  through  1992 
Home-delivered  meals  accounted  for  the  largest  share  of  that 
growth,  increasing  by  191  percent  during  that  period,  compared  to 
only  2  percent  for  congregate  meals.  Home-delivered  meals  rep- 
resent about  44  percent  of  total  meals  served  in  fiscal  year  1992. 
There  are  a  number  of  reasons  for  this  enormous  growth  in  home- 
delivered  meals.  From  1980-93,  funding  for  home-delivered  nutri- 
tion services  has  increased  more  rapidly  than  funding  for  con- 
gregate meal  services.  Funding  for  congregate  meals  increased  39 
percent  for  the  period  1980  to  1994,  compared  to  an  increase  of  87 
percent  for  home-delivered  meals  over  the  same  period. 

The  aging  of  the  population  is  also  a  factor,  because  the  old-old 
(those  age  85  and  older)  are  more  likely  to  need  more  in-home  serv- 
ices such  as  home-delivered  meals.  States'  efforts  to  develop  com- 
prehensive home  and  community-based  long-term  care  also  have 
had  an  impact  on  this  growth,  as  more  and  more  States  are  work- 
ing toward  providing  services  to  enable  older  persons  to  stay  in 
their  homes  longer.  Finally,  earlier  discharge  of  elderly  patients 
from  the  hospital  as  a  result  of  the  incentives  in  Medicare's  PPS 
reimbursement  system  has  resulted  in  an  increased  demand  for 
home-delivered  meals. 

(C)  LONG-TERM  CARE  OMBUDSMAN  PROGRAM 

Another  important  role  the  OAA  plays  in  long-term  care  is  in  the 
Long-Term  Care  Ombudsman  Program.  The  long-term  care  om- 
^^man  program  began  as  a  demonstration  project  in  the  early 
1970  s  as  a  part  of  the  Federal  response  to  serious  quality-of-care 
concerns  in  the  Nation's  nursing  homes.  These  demonstration  om- 
budsman programs  were  charged  with  the  responsibility  to  resolve 
the  complaints  made  by  or  on  behalf  of  nursing  home  residents, 
document  problems  in  nursing  homes,  and  test  the  effectiveness  of 
the  use  of  volunteers  in  responding  to  complaints.  As  a  result  of 
the  success  of  the  early  programs,  Congress  incorporated  the  om- 
budsman program  into  the  1978  amendments  to  the  OAA. 
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Under  the  OAA,  each  State  is  required  to  establish  and  operate 
a  long-term  care  ombudsman  program.  These  programs,  under  the 
direction  of  a  full-time  State  ombudsman,  have  responsibilities 
built  upon  those  outlined  above.  The  programs  are  to:  (1)  Inves- 
tigate and  resolve  complaints  made  by  or  on  behalf  of  residents  of 
long-term  care  facilities,  (2)  monitor  the  development  and  imple- 
mentation of  Federal,  State,  and  local  laws,  regulations,  and  poli- 
cies with  respect  to  long-term  care  facilities,  (3)  provide  information 
as  appropriate  to  public  agencies  regarding  the  problems  of  resi- 
dents of  long-term  care  facilities,  and  (4)  provide  for  training  staff 
and  volunteers  and  promote  the  development  of  citizen  organiza- 
tions to  participate  in  the  ombudsman  program.  The  1981  amend- 
ments to  the  OAA  added  the  requirement  that  ombudsmen  serve 
residents  of  board  and  care  homes. 

The  primary  role  of  long-term  care  ombudsmen  is  that  of 
consumer  advocate.  However,  they  are  not  limited  to  responding  to 
complaints  about  the  quality  of  care.  Problems  with  public  entitle- 
ments, guardianships,  or  any  number  of  issues  that  a  nursing 
home  resident  may  encounter  are  within  the  jurisdiction  of  the  om- 
budsman. A  major  objective  of  the  program  is  to  establish  a  regular 
presence  in  long-term  care  facilities,  so  that  ombudsmen  can  be- 
come well-acquainted  with  the  residents,  the  employees,  and  the 
workings  of  the  facility.  This  presence  is  important  because  it  helps 
the  ombudsmen  establish  credibility  and  trust.  Further,  because 
about  one-half  of  nursing  home  residents  have  no  family,  many 
may  have  only  ombudsmen  to  speak  on  their  behalf. 

In  fiscal  year  1992,  there  were  571  local  ombudsman  programs 
throughout  the  Nation.  According  to  the  Administration  on  Aging 
(AOA),  which  is  the  Federal  agency  responsible  for  the  OAA  and 
the  ombudsman  program,  the  number  of  complaints  handled  by 
programs  across  the  country  more  than  quadrupled  from  1982  to 
1992,  rising  from  41,000  in  1982  to  177,000  in  1992.  Of  the  com- 
plaints received  in  1992,  AOA  reports  that  about  74  percent  were 
fully  or  partially  resolved. 

Funding  devoted  to  the  ombudsman  program  has  grown  in  recent 
years.  In  fiscal  year  1982,  States  reported  that  a  total  of  $10.4  mil- 
lion was  SDent  on  ombudsman  activities,  an  amount  which  grew  to 
almost  $35  million  in  fiscal  year  1991.  Staffing,  both  paid  and  vol- 
unteer, more  than  doubled  from  fiscal  year  1982  to  fiscal  year  1988, 
from  4,171  to  10,381. 

Despite  the  program's  growth  and  effectiveness,  Federal  support, 
in  terms  of  funding  and  statutory  requirements  has  been  inad- 
equate. The  Institute  of  Medicine's  report  on  the  quality  of  care  in 
nursing  homes  noted  that  the  ombudsman  programs  varied  widely 
in  their  effectiveness,  and  stated  the  need  to  make  improvements 
to  the  program  in  the  future. 

To  address  these  concerns,  the  Older  Americans  Act  Amend- 
ments of  1987  (P.L.  100-175)  and  1991  (P.L.  102-375)  contained 
several  provisions  to  strengthen  and  improve  the  long-term  care 
ombudsman  program.  Among  the  provisions  in  the  1987  legislation 
was  a  requirement  that  States  provide  access  to  facilities  and  to 
records,  and  immunity  to  ombudsmen  for  good  faith  performance  of 
duties.  The  1987  legislation  also  required  improved  AOA  reporting 
on  the  ombudsman  program,  including  an  annual  report  to  Con- 
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gress  on  complaints  and  conditions  in  long-term  care  facilities  and 
recommendations  on  ways  to  improve  conditions,  among  other 
things.  In  addition,  the  Commissioner  of  AOA  was  required  to  sub- 
mit a  report  to  Congress  on  the  findings  and  recommendations  of 
a  study  on  the  impact  of  the  long-term  care  ombudsman  program 
on  the  care  of  residents  of  board  and  care  facilities,  and  other  adult 
care  homes,  as  well  as  the  effectiveness  of  recruiting,  supervising, 
and  retaining  volunteers.  The  study  found  that  State  long-term 
care  ombudsman  programs  appear  to  have  a  significant  role  in 
monitoring  board  and  care  legislation  and  regulation,  as  well  as  in 
coordinating  with  other  agencies.  The  48  States  participating  in  the 
study  were  evenly  divided  as  to  whether  their  impact  on  board  and 
care  homes  was  significant,  moderate,  or  slight.23  The  study  on  the 
use  of  volunteers  in  ombudsman  programs  found  that  of  the  46 
States  responding,  26  categorized  themselves  as  using  mostly  vol- 
unteer staff,  and  20  used  primarily  paid  staff.  However,  80  percent 
of  the  paid  programs  expressed  interest  in  developing  or  expanding 
their  volunteer  capacity.24 

Congress  for  the  first  time  established  a  separate  authorization 
of  funds  for  the  ombudsman  program  in  the  1987  OAA  Amend- 
ments, with  an  authorization  of  $20  million  in  fiscal  year  1988,  and 
such  funds  as  may  be  necessary  in  fiscal  years  1989-91.  In  1994, 
Congress  appropriated  $9  million  for  ombudsman  and  elder  abuse 
activities  ($4.4  million  for  ombudsman  activities,  and  $4.6  million 
for  elder  abuse). 

Public  Law  102-375,  the  1992  reauthorization  of  the  OAA  con- 
solidates, amends,  and  expands  under  a  new  Title  VII,  programs 
that  focus  on  protection  of  the  rights  of  older  persons  that  were 
previously  authorized  under  Title  III.  The  title  incorporates  provi- 
sions of  a  bill,  introduced  in  1991,  S.  1471,  and  is  based  on  Con- 
gressional findings  that  there  is  a  need  to  consolidate  and  expend 
State  responsibility  for  the  development,  coordination,  and  manage- 
ment of  statewide  programs  and  services  to  ensure  that  older  per- 
sons have  access  to,  and  assistance  in  securing  and  maintaining 
their  benefits  and  rights.  Title  VII  includes  separate  authorizations 
)f  appropriations  for  the  long-term  care  ombudsman  program;  pro- 
grams to  prevent  elder  abuse,  neglect,  and  exploitation;  elder  rights 
ind  legal  assistance;  and  an  outreach,  counseling,  and  assistance 
urogram  for  insurance  and  public  benefit  programs.  The  amend- 
ments also  authorize  a  new  program  for  Native  American  elder 
rights. 

In  support  of  activities  authorized  under  Title  VII,  Public  Law 
L02-375  requires  the  Commissioner  to  support  a  National  Center 
>n  Elder  Aiuse  and  a  National  Ombudsman  Resource  Center. 
\mong  other  things,  these  Centers  would  perform  research  and 
;raining  in  elder  abuse  prevention  and  ombudsman  activities. 


23  "A  Study  of  the  Use  of  Volunteers  by  State  Long-Term  Care  Ombudsman  Programs:  The 
1-ffectiveness  of  Recruitment,  Supervision,  and  Retention,"  prepared  for  the  Administration  on 
Aging  by  the  National  Center  for  State  Long-Term  Care  Ombudsman  Resources  of  the  National 
Association  of  State  Units  on  Aging,  Washington,  DC,  Dec.  1989. 

24  U.S.  GAO,  Board  and  Care:  Insufficient  Assurances  That  Residents'  Needs  Are  Identified 
ind  Met.  GAO/HRD-89-50,  Feb.  1989. 
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4.  Social  Services  Block  Grant 

Title  XX  of  the  Social  Security  Act  authorizes  reimbursement  to 
States  for  social  services,  now  distributed  through  the  Social  Serv- 
ices Block  Grant  (SSBG).  Among  other  goals,  the  SSBG  is  designed 
to  prevent  or  reduce  inappropriate  institutional  care  by  providing 
for  community-based  care,  and  to  secure  referral  or  admission  for 
institutional  care  when  other  forms  of  care  are  inappropriate. 

Although  the  SSBG  is  the  major  social  services  program  sup- 
ported by  the  Federal  Government,  its  ability  to  support  the  long- 
term  care  population  is  limited.  Because  it  provides  a  variety  of  so- 
cial services  to  a  diverse  population,  the  Title  XX  program  has  com- 
peting demands  and  can  only  provide  a  limited  amount  of  care  to 
the  older  population. 

Prior  to  1981,  States  were  required  to  make  public  a  report  on 
how  SSBG  funds  were  to  be  used,  including  information  on  the 
types  of  activities  to  be  funded  and  the  characteristics  of  the  indi- 
viduals to  be  served.  In  1981,  these  reporting  requirements  were 
eliminated,  and  as  a  result,  data  concerning  the  extent  to  which 
Title  XX  now  supports  long-term  care  are  very  limited.  According 
to  an  HHS  analysis  of  the  States'  fiscal  year  1989  pre-expenditure 
reports,  home  care  services,  which  may  include  homemaker,  chore, 
and  home  management  services,  were  provided  to  adults  and  chil- 
dren by  46  States;  adult  day  care  services  were  provided  by  26 
States. 

States  receive  allotments  of  SSBG  funds  on  the  basis  of  their 
population,  within  a  Federal  expenditure  ceiling.  There  are  no  re- 
quirements for  the  use  of  Title  XX  funds.  States  have  relative  free- 
dom to  spend  Federal  Social  Service  Block  Grant  funds  on  State- 
identified  service  needs.  Appropriations  in  fiscal  year  1993  and  fis- 
cal year  1994  are  $2.8  billion  for  each  year.  For  fiscal  year  1994 
there  is  an  additional  $1  billion  set  aside  for  temporary  social  serv- 
ices block  grants  in  enterprise  zones  and  empowerment  commu- 
nities. 

C.  SPECIAL  ISSUES 

1.  System  Variations  and  Access  Issues 

One  of  the  key  issues  in  long-term  care  is  the  variation  in  the 
way  States  have  chosen  to  structure  their  systems.  Because  long- 
term  care  has  traditionally  been  a  State,  rather  than  a  Federal 
issue,  States  have  developed  widely  varying  systems.  This  diversity 
can  be  a  strength.  The  case  can  be  made  that  the  same  system 
would  not  work  in  each  State.  Indeed,  within  a  single  State,  the 
same  system  will  not  necessarily  work  in  each  community.  Another 
recurring  theme  in  long-term  care  policy  is  the  fragmentation  cre- 
ated by  the  multitude  of  funding  streams.  Several  Federal  pro- 
grams contribute  to  long-term  care.  These  programs  have  differing 
eligibility  requirements  and  the  agencies  that  administer  them 
have  historical  relationships  with  different  agencies  at  the  local 
level.  There  are  also  many  State  programs  for  long-term  care,  some 
of  which  work  hand-in-hand  with  Federal  programs  and  some  of 
which  are  special  State-only  programs.  Finally,  communities  differ 
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widely  in  the  extent  to  which  local  governments  and  private  foun- 
dations or  philanthropies  help  finance  long-term  care  services. 

The  above-listed  characteristics  of  the  long-term  care  system  can 
work  together  to  create,  at  best,  a  situation  where  services  are 
well-coordinated  to  meet  each  client's  needs,  and  at  worst,  a  situa- 
tion of  fragmentation  and  inconsistency  that  make  it  difficult  to  ac- 
cess services. 

One  of  the  most  important  goals  in  implementing  health  care  re- 
form will  be  to  use  any  new  resources  available  to  create  a  system 
that  is  focused  on  the  needs  of  each  client  and  is  easy  to  use.  Espe- 
cially in  the  community-based  services  arena,  we  must  work  to 
maintain  and  improve  access  so  that  older  people  with  chronic  im- 
pairment receive  the  services  they  need  in  the  setting  they  prefer — 
their  own  homes — so  undesirable  and  costly  institutionalization  can 
De  avoided. 

2.  The  Role  of  Case  Management 

Case  management,  also  called  care  management,  generally  refers 
:o  ways  of  matching  services  to  an  individual's  needs.  In  the  con- 
:ext  of  long-term  care,  case  management  generally  includes  the  fol- 
owing  components — screening  and  assessment  to  determine  an  in- 
lividual's  eligibility  and  need  for  a  given  service  or  program;  devel- 
>pment  of  a  plan  of  care  specifying  the  types  and  amounts  of  care 
;o  be  provided;  authorization  and  arrangement  for  delivery  of  serv- 
ces;  and  monitoring  and  reassessment  of  the  need  for  services  on 
i  periodic  basis. 

Some  State  and  local  agencies  have  incorporated  case  manage- 
nent  as  a  basis  part  of  their  long-term  care  systems  development, 
rhe  availability  of  Medicaid  funds  under  the  home  and  community- 
>ased  wavier  programs  has  spurred  the  development  of  case  man- 
agement services,  but  other  sources  of  funds  have  been  used  by 
States  to  develop  case  management  systems,  including  State-only 
unds,  SSBG,  and  the  OAA. 

Case  management  is  carried  out  in  a  wide  variety  of  ways.  Orga- 
lizational  arrangements  may  range  from  centralized  systems  to 
hose  in  which  some  case  management  functions  are  conducted  by 
lifferent  agencies.  Case  management  may  be  provided  by  many 
:ommunity  organizations,  including  home  health  agencies,  area 
igencies  on  aging,  and  other  social  service  or  health  agencies.  In 
iome  cases  where  statewide  long-term  care  systems  have  been  de- 
veloped, one  agency  at  the  community  level  has  been  designated  to 
>erform  case  management  functions,  thereby  establishing  a  single 
>oint  of  access  to  long-term  care  services. 

Case  management  has  received  a  great  deal  of  attention  in  re- 
ent  years  as  a  partial  solution  to  the  problem  of  coordination  of 
ong-term  care  services,  particularly  in  community  settings.  In  com- 
nunities  where  an  older  person  might  have  to  contact  three  dif- 
erent  agencies,  with  differing  eligibility  criteria  for  providing  serv- 
ces,  it  is  easy  to  see  how  a  case  manager's  services  can  be  needed 
o  help  an  individual  negotiate  their  way  through  the  system. 

Case  management  is  also  important  as  a  way  of  accomplishing 
he  policy  aim  of  targeting  services  to  those  most  in  need.  In  cases 
vhere  a  State  has  established  a  case  management  system  to  co- 
rdinate  entry  into  the  long-term  care  system,  it  is  much  easier  to 
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ensure  that  limited  services  are  provided  to  those  most  in  need, 
and  that  clients  have  the  services  that  best  meet  their  individual 
needs. 

There  are  three  basic  models  for  case  management,  referred  to 
as  the  service  management,  broker,  and  managed  care  model.  In  j 
the  service  management  model,  the  one  most  often  used  by  States,  j 
the  case  management  agency  has  the  authority  to  allocate  services 
to  individuals,  but  is  not  at  financial  risk.  In  the  broker  model,  i 
case  managers  help  clients  identify  their  service  needs  and  assist 
in  arranging  services,  but  do  not  have  authority  over  the  actual , 
services.  The  managed  care  model  uses  a  risk-based  financing  sys- 
tem to  allocate  funds  to  the  case  management  agency  based  on  the 
anticipated  number  of  eligible  clients  who  will  seek  assistance,  and ; 
the  amount  of  money  necessary  to  meet  their  needs. 

Because  of  the  fragmented  nature  of  our  long-term  care  system, 
it  is  likely  that  the  importance  of  case  management  will  continue 
to  increase  as  Congress  approaches  health  care  reform. 

3.  The  Role  of  Private  Long-Term  Care  Insurance 

The  role  of  private  insurance  in  financing  long-term  care  is  a 
controversial  one.  Questions  exist  as  to  whether  this  mechanism 
will  ever  be  a  viable  way  of  paying  for  a  more  substantial  portion 
of  long-term  care  costs,  primarily  because  it  is  currently  affordable 
for  only  a  relatively  small  segment  of  the  elderly  population.  Long- 
term  care  insurance  is  a  relatively  new,  but  rapidly  growing,  mar- 
ket. In  1986,  approximately  30  insurers  were  selling  long-term  care 
insurance  policies  of  some  type  and  an  estimated  200,000  people, 
were  covered  by  these  policies.  By  1987,  a  Department  of  Health 
and  Human  Services  Task  Force  on  Long-Term  Care  Insurance 
found  73  companies  writing  long-term  care  insurance  policies  cov- 
ering 423,000  people.  As  of  December  1991,  the  Health  Insurance 
Association  of  America  (HIAA)  found  that  more  than  2.4  million 
policies  had  been  sold,  with  135  insurers  offering  coverage. 

Although  growth  has  been  considerable  in  a  short  period  of  time,; 
the  private  insurance  industry  has  approached  this  potential  mar-' 
ket  with  caution.  Insurers  are  concerned  about  the  potential  for  ad- 
verse selection  for  this  product,  where  only  those  people  who  are 
likely  to  need  care  actually  buy  insurance.  With  induced  demand, 
individuals  decide  to  use  more  services  than  they  otherwise  would 
because  they  have  insurance  and/or  will  shift  from  nonpaid  to  paid 
providers  for  their  care.  In  addition,  insurers  are  concerned  that, 
given  the  nature  of  many  chronic  conditions,  people  who  need  long- 
term  care  will  need  it  for  the  remainder  of  their  lives,  resulting  in 
open-ended  liability  for  the  insurance  company. 

As  a  result  of  these  risks,  insurers  have  designed  policies  to  limit 
their  liability  for  paying  claims.  Policies  are  medically  under- 
written to  exclude  persons  with  certain  conditions  or  illnesses. 
They  contain  benefit  restrictions  that  limit  access  to  covered  care. 
Policies  also  limit  the  period  of  coverage  they  offer,  typically  to  a 
maximum  of  4  or  5  years.  In  addition,  most  plans  provide  indem- 
nity benefits  that  pay  only  a  fixed  amount  for  each  day  of  covered 
service.  If  these  amounts  are  not  updated  for  inflation,  the  protec- 
tion offered  by  the  policy  can  be  significantly  eroded  by  the  time 
a  person  actually  needs  the  care.  Today  policies  generally  offer 
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some  form  of  inflation  adjustment,  but  only  with  significant  in- 
creases in  premium  costs. 

These  design  features  of  long-term  care  insurance  raise  issues 
about  the  quality  of  coverage  offered  purchasers  of  policies.  The  in- 
surance industry  has  responded  to  some  of  these  concerns  by  offer- 
ing new  products  that  provide  broadened  coverage  and  fewer  re- 
strictions. In  addition,  the  National  Association  of  Insurance  Com- 
missioners (NAIC)  has  established  standards  for  regulating  long- 
term  care  insurance  that  many  States  have  adopted  at  least  some 
portion  of  for  regulation  of  these  products  in  their  jurisdictions. 

However,  policymakers  remain  concerned  about  the  need  for  con- 
sistent and  uniform  standards  for  coverage.  The  GAO  has  reported 
that  while  NAIC  standards  for  long-term  care  insurance  have  been 
amended  annually  and  have  improved  significantly  during  the  past 
5  years,  States  have  lagged  in  adopting  the  revised  standards 

A  June  1991  Inspector  General  Report,  requested  by  Senator 
Pryor  and  Congressman  Wyden,  revealed  further  information  on 
consumer  problems  and  State  regulation  of  private  long-term  care 
insurance.  The  Inspector  General  found  that  only  17  States  sub- 
stantially meet  both  the  NAIC  model  act  and  model  regulation 
standards.  In  examining  long-term  care  insurance  complaint  data 
the  Inspector  General  found  that  the  major  categories  of  complaints 
are— claims  handling  delays;  premium  and  refund  disputes;  and 
agent  misrepresentation.  States  reported  little  enforcement  action 
against  insurers  and  agents,  and  stated  that  resource  constraints 
prevent  them  from  adequately  enforcing  their  long-term  care  insur- 
ance laws  and  regulations. 

Other  reports  and  studies  have  identified  problems  in  the  long- 
term  care  insurance  market.  In  June  1991,  Consumer  Reports  ad- 
vised consumers  seeking  insurance  coverage  for  nursing  home  or 
home  care  to  proceed  with  caution.  In  the  magazine's  second  major 
analysis  of  this  market,  they  found  many  problems  for  consumers, 
including  agent  abuses,  large  rate  increases,  difficulty  of  compari- 
son shopping,  and  inadequate  inflation  coverage. 

Despite  the  problems  inherent  in  this  area,  many  believe  that 
significant  market  developments  may  occur  in  the  next  several 
fears,  particularly  in  the  absence  of  any  significant  public  rule  in 
:he  provision  of  long-term  care.  Not  only  is  there  growing  interest 
n  this  area  among  insurance  companies,  but  many  States,  faced 
vith  mounting  Medicaid  nursing  home  expenditures,  have  ex- 
pressed interest  in  having  such  coverage  made  more  widely  avail- 
ible. 

GAO  also  noted  that  although  NAIC  standards  provide  a  founda- 
tion for  consumer  protection,  problems  remain,  including  restrictive 
lefinitions  that  limit  access  to  benefit  and  lack  of  protection 
igainst  loss  of  financial  investment  in  a  policy.  Bills  have  been  in- 
roduced  in  1993  to  require  long-term  care  insurance  policies  to 
neet  certain  minimum  standards  established  under  State  regu- 
aA0SF°^ams'  or  in  the  absence  of  State  action,  by  the  Secretary 
>f  HHS.  These  bills  include  H.R.  132,  H.R.  438,  S.  203,  and  S.  538 

S.  538,  the  Long-Term  Care  Insurance  Consumer  Protection  Act 

»f  1993,  was  introduced  on  March  9,  1993  by  Senator  Pryor.  The 

neasure  is  co-sponsored  by  Senator  Baucus  and  Senator  Riegle. 

he  bill  would  amend  Title  XIX  of  the  Social  Security  Act  to  afford 
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Federal  consumer  protection  to  purchasers  of  long-term  care  insur- 
ance policies  by  requiring  that  before  such  policies  may  be  issued 
or  sold  they  must  have  been  either  certified  by  the  Secretary  of 
HHS  as  meeting  certain  minimum  Federal  standards  and  require- 
ments, or,  in  cases  where  there  are  State  guidelines,  the  require- 
ments of  the  particular  State.  S.  538  also  provides  for  regulation 
of  the  marketing  of  long-term  care  insurance  policies  by  establish- 
ing prohibitions  on  certain  sales  practices,  such  as  high  pressure 
tactics,  and  on  sales  of  Medicaid  beneficiaries  and  sales  of  duplicate 
benefit  policies.  The  bill  was  referred  to  the  Finance  Committee. 

S.  203,  the  Long-Term  Care  Insurance  Improvement  and  Ac- 
countability Act,  was  introduced  by  Senator  Kennedy  on  January 
26,  1993,  and  referred  to  the  Labor  and  Human  Resources  Commit- 
tee. S.  203  would  amend  the  Public  Health  Service  Act  to  mandate 
the  establishment  of  model  Federal  standards  for  long-term  care 
insurance.  No  insurance  policy  could  be  sold  unless  the  State  has 
a  regulatory  program  meeting  specified  requirements,  or  the  policy 
has  been  certified  by  the  Secretary  of  HHS.  The  bill  also  would  au- 
thorize grants  to  States  for  demonstration  programs  to  improve  en- 
forcement of  the  standards. 

H.R.  132,  introduced  in  the  House  of  Representatives  by  Rep- 
resentative Collins  on  January  5,  1993,  is  called  the  Long-Term 
Care  Insurance  Standards  and  Consumer  Protection  Act  of  1993. 
This  measure  has  similar  provisions  to  the  bills  introduced  in  the 
Senate,  as  does  H.R.  438,  the  Long-Term  Care  Insurance  Consumer 
Protection  Act  of  1993,  introduced  in  the  House  of  Representatives 
on  January  5,  1993  by  Representative  Wyden.  Both  House  meas- 
ures were  referred  to  the  Energy  and  Commerce  Committee. 

One  of  the  key  issues  outstanding  in  the  debate  on  the  role  pri- 
vate insurance  can  play  in  financing  long-term  care  is  the  afford- 
ability  of  coverage.  HIAA  has  reported  on  the  premium  costs  of 
policies  providing  good  coverage  in  December  1991.  These  policies 
paid  $80  a  day  for  nursing  home  care  and  $40  a  day  for  home 
health  care;  they  had  lifetime  5  percent  compounded  inflation  pro- 
tection, a  20-day  deductible  period,  and  a  4-year  maximum  cov- 
erage period.  These  policies  had  an  average  annual  premium  in  De- 
cember 1991  of  $1,781  when  purchased  at  the  age  of  65  and  $5,627 
when  purchased  at  the  age  of  79.  Many  elderly  people  cannot  af- 
ford these  premiums.  A  report  from  Families  USA  Foundation, 
"The  Unaffordability  of  Nursing  Home  Insurance,"  said  that  most 
older  Americans  cannot  afford  the  cost  of  a  basic  nursing  home  in- 
surance policy.  A  State-by-State  analysis  showed  that  in  no  State 
can  more  than  25  percent  of  older  Americans  afford  the  average 
cost  of  basic  plans  sold  by  nine  leading  companies. 

Proponents  of  long-term  care  insurance  believe  that  affordability 
of  premiums  can  be  greatly  enhanced  if  the  pool  of  those  to  whom 
policies  is  sold  is  expanded.  The  industry  has  argued  that  the 
greatest  potential  for  expanding  the  pool  and  reducing  premiums 
lies  with  employer-based  group  coverage.  Premiums  should  be 
lower  in  employer-based  group  coverage  because  younger  age 
groups  with  lower  levels  of  risk  of  needing  long-term  care  would  be 
included,  allowing  insurance  companies  to  build  up  reserves  to 
cover  future  benefit  payments.  In  addition,  group  coverage  has 
lower  administrative  expenses. 
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According  to  HIAA,  288  employers  offered  a  long-term  care  insur- 
ance plan  to  their  employees  as  of  December  1991.  These  employer- 
based  plans  covered  over  200,000  employees,  their  spouses  retir- 
ees, parents,  and  parents-in-law. 

But  just  how  broad-based  employer  interest  is  in  a  new  long- 
term  care  benefit  is  unclear.  Many  employers  currently  face  un- 
funded liabilities  for  retiree  pension  and  health  benefits  Also 
many  employers  have  recently  experienced  fairly  substantial  in- 
creases in  premiums  for  their  current  health  benefits  plans  Very 
few  employers  make  contributions  to  the  premium  cost  of  a  long- 
term  care  plan.  Almost  all  employers  require  that  the  employee  pay 
the  full  premium  cost  of  coverage.  In  contrast  many  medium  and 
large  size  employers  pay  the  full  premium  cost  of  regular  health 
care  benefits  for  their  employees. 

Other  proposals  would  increase  the  affordability  of,  and  provide 
incentives  to  purchase  long-term  care  insurance.  For  example 
many  States  have  been  exploring  an  option  for  encouraging  people 
to  purchase  insurance  coverage  according  to  the  level  of  assets  they 
wish  to  protect,  while  still  qualifying  for  Medicaid.  Under  this  ap- 
PJ°™ nJ'.st.aJtes  would  extend  to  people  buying  policies  the  protection 
of  Medicaid  without  requiring  them  to  deplete  assets  as  they  are 
required  to  do  now.  Instead,  people  would  be  able  to  protect  assets 
according  to  the  amount  of  long-term  care  insurance  they  pur- 
chased and  obtain  Medicaid  coverage  for  care  they  needed  after 
Rei_r  Pnyate  policies  had  ceased  providing  coverage.  Five  States 
(California  Connecticut,  Indiana,  Iowa,  and  New  York)  have  re- 
ceived HHS  approval  to  operate  such  programs.  What  impact  this 
approach  will  have  on  the  premium  costs  and  marketability  of  pri- 
vate insurance  for  long-term  care  is  unclear.  In  addition,  OBRA  93 
amendments  will  require  any  new  State  seeking  approval  for  these 
programs  to  include  protected  assets  in  an  individual's  estate  sub- 
ject to  recovery  for  amounts  paid  by  Medicaid  for  nursing  home 
care.  & 

Other  proposals  have  been  offered  to  provide  tax  incentives  for 
the  purchase  of  long-term  care  insurance  policies.  For  example,  the 
Health  Equity  and  Access  Reform  Today  Act  (HEART),  introduced 
by  Senators  Chafee,  Dole,  Cohen,  and  others,  and  the  Health  Secu- 
rity Act,  proposed  by  the  Clinton  Administration,  would  extend  the 
current  tax  benefits  available  to  health  insurance  to  long-term  care 
insurance.  The  HEART  bill,  for  example,  would  allow  long-term 
care  insurance  premiums  to  be  deducted  as  medical  insurance  and 
would  exclude  employer-provided  long-term  care  insurance  from  an 
employee  s  taxable  income.  These  proposals  reflect  the  concern  that 
the  current  tax  code  does  not  treat  long-term  care  insurance  in  the 
same  manner  as  health  insurance,  providing  a  substantial  dis- 
incentive to  individuals  to  plan  for  their  long-term  care  needs. 

4.  Acute  and  Long-Term  Care  Integration  Demonstrations 

Another  long-term  care  issue  is  the  question  of  integrating  the 
acute  and  long-term  care  systems.  There  are  several  models  of  inte- 
grated systems,  which  have  proven  to  be  successful  in  providing 
cost-effective  care  in  limited  areas  with  well-defined  populations 
Advocates  for  the  elderly  generally  support  integrated  models  be- 
cause they  offer  community-based  long-term  care  providers  a  great- 
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er  role  in  health  care,  and  because  a  holistic  approach  has  the  po- 
tential to  reduce  negative  health  outcomes. 

The  Social/Health  Maintenance  Organizations  or  SHMOs  provide 
community-based  long-term  care  services  on  a  prepaid  capitation 
basis  under  the  auspices  of  an  HMO  that  is  responsible  for  provid- 
ing a  full  range  of  Medicare  services  in  addition  to  long-term  care. 
The  services  provided  included  home  health  services,  home  helper 
services,  adult  day  care,  and  home-delivered  meals. 

Another  integrated  model  is  the  Program  of  All-inclusive  Care 
for  the  Elderly,  or  PACE.  Unlike  the  programs  that  rely  heavily 
upon  home  health  services,  PACE  has  as  its  foundation  adult  day 
health  care.  The  PACE  programs  are  funded  by  both  Medicare  and 
Medicaid,  and  as  such  have  substantial  resources  to  draw  upon. 
However,  they  are  also  at  greater  financial  risk  than  the  other  in- 
tegration models  because  they  are  responsible  for  the  full  range  of 
institutional  services  as  well  as  home  and  community-based  care. 

The  Channelling  demonstration  programs  differed  from  the  other 
models  in  that  elderly  participants  were  served  in  a  financial  con- 
trol model  using  many  agencies.  A  broad  range  of  services  were 
provided,  incorporating  Medicare  home  health  as  well  as  other 
community-based  long-term  care  services.  Participants  were  served 
without  regard  to  payment  source,  and  services  were  coordinated 
by  agencies  who  followed  carefully  prescribed  case  management 
protocols.  Channelling  projects  provided  higher  levels  of  home 
health  services  than  either  SHMOs  or  PACE. 

On  April  20,  1993,  the  Senate  Special  Committee  on  Aging  held 
a  hearing  entitled  "Controlling  Health  Care  Costs:  The  Long-Term 
Care  Factor."  One  of  the  programs  examined  was  a  PACE  model 
located  in  Rochester,  NY.  This  hearing  focused  attention  on  the 
benefits  of  integrated  model  programs  in  terms  of  reducing  hospital 
days  and  enabling  participants  to  live  at  home  longer.  Because  the 
American  Health  Security  Act  has  provisions  for  further  examina- 
tion of  integrated  model  programs,  this  issue  will  likely  gain  in- 
creased attention  in  the  103rd  Congress. 

5.  Ethical  Issues  in  Long-Term  Care 

As  medical  advances  and  lifestyle  changes  allow  for  longer  life- 
spans, even  when  disabilities  or  chronic  conditions  are  present,  eth- 
ical challenges  will  become  more  numerous  and  more  complex.  Eth- 
ics is  normally  thought  of  as  an  issue  for  acute  care  practitioners 
only,  such  as  in  questions  of  whether  a  certain  operation  should  be 
performed,  or  which  patient  should  receive  an  organ  transplant. 

However,  ethics  is  a  burgeoning  issue  in  long-term  care,  particu- 
larly because  of  the  intimate  nature  of  much  of  the  care  that  is  pro- 
vided, and  the  multiplicity  of  some  clients'  needs.  It  will  be  impor- 
tant for  institutions  and  home  care  providers  alike  to  either  initiate 
or  augment  frameworks  for  tackling  ethical  questions.  Ethical  is- 
sues are  not  limited  to  the  nursing  home  setting.  They  can  arise 
in  community-based  agencies  or  senior  housing  facilities  as  well. 
Examples  of  ethical  questions  which  may  confront  those  who  serve 
older  people  include  whether  and  how  to  continue  providing  serv- 
ices to  a  client  who  is  living  in  unsafe  conditions,  how  to  approach 
the  subject  of  living  wills  and  health  care  proxies,  what  level  of  risk 
versus  restraint  elderly  nursing  home  residents  and  their  families 
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are  comfortable  with,  and  how  to  manage  difficult  behaviors  in 
group  living  settings,  whether  they  are  in  institutional  or  commu- 
nity-based settings. 

The  case  can  even  be  made  that  our  system  of  public  payment 
for  long-term  care  presents  some  of  the  ultimate  ethical  questions. 
We  have  a  mixture  of  means-tested  and  non-means-tested  pro- 
grams in  place  to  pay  for  long-term  care,  and  they  have  different 
incentives  and  biases  in  terms  of  what  kind  of  care  will  be  pro- 
vided. If  it  is  the  desire  of  most  older  people  to  remain  in  their 
homes,  then  it  behooves  us  to  institute  long-term  care  programs 
that  allow  for  this  preference  to  be  respected  whenever  possible. 

D.  PROGNOSIS 

The  need  for  long-term  care  reform  has  been  discussed  for  many 
years.  This  issue  has  been  difficult  to  tackle,  because  the  enormous 
costs  of  improving  access  to  long-term  care  services  for  the  elderly 
tend  to  deter  interest  in  comprehensive  legislative  reform,  particu- 
larly in  light  of  the  need  to  reduce  the  Federal  budget  deficit.  In 
addition,  there  is  no  consensus  on  a  variety  of  issues  relating  to 
long-term  care,  such  as  the  relative  roles  of  public  and  private  fi- 
nancing, what  services  should  be  provided  and  by  whom,  and  how 
to  determine  eligibility. 

However,  the  same  pressures  that  have  driven  the  long-term  care 
debate  during  the  past  15  years  continue  to  mount.  The  two  major 
financing  problems  in  long-term  care  are  the  lack  of  funding  for 
home  and  community-based  care  and  the  potentially  impoverishing 
consequences  of  needing  nursing  home  care.  Also  driving  the  need 
for  reform  is  the  projected  future  growth  in  the  population  needing 
long-term  care.  The  demand  for  long-term  care  services  is  expected 
to  escalate  over  the  next  several  years  because  of  the  growing  pop- 
ulation of  older  Americans.  The  age  65  and  older  group  is  expected 
to  increase  from  the  present  level  of  25  million  to  36  million  by  the 
year  2000.  More  notably,  the  age  85  and  over  population  (those 
most  at  risk  of  needing  institutional  care)  is  expected  to  increase 
from  2.5  million  at  the  present  time  to  5  million  in  the  year  2000— 
an  increase  of  100  percent. 

The  American  Health  Security  Act,  proposed  by  President  Clin- 
ton and  discussed  elsewhere  in  this  report,  proposes  to  establish  a 
new  home  and  community-based  care  program.  Although  it  may 
not  fundamentally  change  the  existing  institutional  bias  in  the  sys- 
tem, if  enacted,  it  will  undoubtedly  stimulate  development  of  new 
services  by  some  new  providers.  This  is  not  the  only  way  the  long- 
term  care  system  in  the  United  States  will  change  in  the  coming 
years.  There  are  pressures  within  the  proposed  health  care  system 
and  in  the  current  system  that  are  changing  the  way  some  of  the 
traditional  long-term  care  providers  do  business.  Many  in  the  field 
are  predicting  that  the  traditional  idea  of  the  nursing  home  serving 
a  long-term  chronic  care  population  will  vanish  in  favor  of  a  tend- 
ency to  use  nursing  homes  increasingly  as  a  place  for  receiving  sub- 
acute or  post-acute  care. 

Additionally,  it  is  predicted  that  when  health  care  reform  is  en- 
acted, long-term  care  providers  will  change  their  relationships  with 
>ther  health-care  providers.  The  managed  care  marketplace  will 
Irive  long-term  care  providers  into  multi-year  agreements  as  mem- 
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bers  of  regional  health  care  delivery  networks.  The  incentives  in- 
herent in  the  managed  care  model  will  encourage  physicians  to  use 
long-term  care  services  in  a  cost-effective  way  as  alternatives  to  in- 
stitutionalization.25 


25Coile,  Russell  C,  Jr.,  "Future  Trends,  Health  Care  Reform  and  the  Outlook  for  Long-Term 
Care,"  The  Journal  of  Long-Term  Care  Administration,  Fall  1993,  Volume  21,  No.  3,  p.  7. 


Chapter  10 


HEALTH  BENEFITS  FOR  RETIREES  OF 
PRIVATE  SECTOR  EMPLOYERS 

A.  BACKGROUND 

Following  the  enactment  of  Medicare  in  the  mid-1960's,  the  prev- 
alence of  employer-sponsored  retiree  health  benefit  packages  in- 
creased dramatically.  Employers  could  offer  health  benefits  to  their 
retirees  with  the  assurance  that  the  Federal  Government  would 
pay  for  many  of  the  medical  costs  incurred  by  company  retirees  age 
65  and  older.  Since  that  time,  retiree  health  benefits  have  been 
commonly  included  in  large  private  employer  plans  and  have  be- 
come a  major  source  of  Medicare  supplemental  insurance  for  retir- 
ees. 

In  1992,  over  20  large  companies  terminated  health  benefits  they 
were  providing  to  thousands  of  retired  employees.  Dozens  more  an- 
nounced that  they  would  not  provide  the  coverage  for  future  retir- 
ees, and  most  employers  who  still  offered  the  benefits  were  reduc- 
ing their  share  of  the  costs  which  had  been  climbing  steeply.  A 
number  of  class  action  lawsuits  were  filed  against  some  of  those 
companies  dropping  coverage,  including  McDonnell  Douglas 
Primenca,  and  Unisys.  These  corporate  actions  raised  concerns  in 
oongress  that  companies  were  using  rising  health  costs  and 
changes  in  Federal  accounting  rules  as  excuses  to  save  money  at 
retirees'  expense. 

A  more  recent  study  released  in  1993  by  benefits  consulting  firm 
Foster  Higgins  revealed  that  the  number  of  employers  offering  cov- 
erage to  early  and  Medicare  eligible  retirees  dropped  by  several 
percentage  points  since  1991.  The  survey  findings  do  not  appear  to 
-eveal  a  mass  exodus  of  employers  from  the  health  benefits  mar- 
ketplace. To  cite  from  the  survey's  major  findings: 

Employers  are  looking  at  their  retiree  plans  separately  from 
their  active  employee  plans  and  are  developing  specific  retiree 
benefit  cost  management  strategies.  The  most  common  reasons 
JS^acx^  are  to  decrease  Financial  Accounting  Standards 
(FAS)  106  liability  (48  percent  of  employers  making  changes) 
and  to  control  health  care  costs  (27  percent).  Survey  respond- 
ents total  FAS  106  liability  average  $15,833  per  active  em- 
ployee. 

The  most  common  changes  to  retiree  health  benefits  plans 
include  raising  retiree  contributions,  increasing  cost  sharing 
and  tightening  eligibility  requirements. 

Relatively  slow  growth  in  the  cost  of  benefits  for  Medicare- 
eligible  retirees  (about  8  percent  annually  for  the  past  2  years) 
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helped  hold  retiree  benefit  cost  increases  in  1992  below  the  av- 
erage 14.2-percent  increase  in  overall  medical  plan  costs. 

Drug  claims  can  account  for  as  much  as  half  of  the  annual 
per  retiree  medical  plan  cost  (with  the  annual  plan  cost  to  em- 
ployers averaging  $4,244  for  retirees  under  the  age  of  65,  and 
$1,663  for  retirees  over  the  age  of  65  in  1992). 

Employees  retire  2  years  later,  on  average,  in  companies 
that  do  not  provide  medical  benefits  to  early  retirees. 
Elaborating  on  the  significance  of  this  last  finding,  the  authors 
claimed  that  "the  massive  baby-boomer  generation  is  about  10 
years  away  from  early  retirement;  in  the  absence  of  health  care  re- 
form, we  may  see  serious  job-lock  if  these  workers  have  no  real  re- 
tirement choice  but  to  stay  on  until  they  qualify  for  Medicare." 

Most  retiree  health  plans  are  funded  on  a  pay-as-you-go  basis. 
Very  few  have  been  adequately  prefunded.  As  such,  they  represent 
large  unfunded  liabilities  to  employers.  The  absence  of  benefit  secu- 
rity has  led  to  a  growing  concern  over  whether  employers  can  meet 
these  obligations.  Furthermore,  rising  medical  costs,  changes  in 
Medicare  policy,  and  new  accounting  rules  have  converged  to  create 
uneasiness  among  employers  about  the  wisdom  of  offering  retiree 
health  benefits. 

The  cost  of  purchasing  an  individual  health  care  policy  following 
retirement  is  often  prohibitive  for  many  retirees.  For  older  people 
or  for  those  with  a  pre-existing  medical  condition,  an  individual 
plan  may  be  difficult,  if  not  impossible,  to  obtain.  Thus,  the  oppor- 
tunity for  continued  participation  in  an  employer's  group  plan  after 
retirement  is  of  significant  value  to  many  retired  workers. 

1.  Who  Receives  Retiree  Health  Benefits? 

Although  privately  sponsored  retiree  health  benefits  are  far  from 
universal,  they  are  nevertheless  a  major  source  of  health  coverage 
for  a  large  number  of  retirees.  According  to  a  1991  Urban  Institute 
study,  more  than  7.8  million  retired  workers  had  health  insurance 
in  their  own  name  in  1988,  including  2.4  million  who  were  under 
age  65.  According  to  the  GAO  nearly  80  percent  of  companies  that 
offer  retiree  health  benefits  cover  early  retirees,  or  those  workers 
who  retire  before  age  65,  while  over  60  percent  extend  coverage  re- 
gardless of  age.  Because  early  retirees  are  not  covered  by  Medicare 
coverage  through  their  former  employer  is  especially  important. 

GAO  found  that  only  about  105,000  companies,  or  4  percent  oi 
the  total,  extended  health  benefits  to  their  retired  workers  beyond 
the  period  required  by  the  Consolidated  Omnibus  Budget  Reconcili- 
ation Act  of  1985  (COBRA  85).  Under  COBRA  (P.L.  99-272),  em- 
ployers are  required  to  allow  retiring  and  other  former  workers  tc 
continue  to  participate  in  the  company's  group  health  plan  for  s 
limited  period  of  time,  usually  18  months,  at  the  former  worker's 
expense. 

GAO  also  reported  that  the  availability  of  retiree  health  benefits 
decreased  dramatically  with  smaller  sized  companies.  As  little  as 
2  percent  of  companies  with  a  work  force  of  25  or  less  provide 
health  coverage  following  retirement.  Companies  in  this  size  range 
make  up  85  percent  of  all  companies. 

GAO  added  that  because  more  workers  are  employed  by  largei 
companies,  far  more  workers  may  be  eligible  for  retiree  health  cov 
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erage  than  the  number  of  companies  with  retiree  health  coverage 
might  suggest.  About  73  percent  of  workers  are  employed  by  com- 
panies with  100  workers  or  more.  Approximately  38  million  work- 
ers or  40  percent  of  an  estimated  total  of  96  million  workers  are 
employed  by  companies  with  retiree  health  benefits. 

2.  Design  of  Benefit  Plans 

Employers  who  provide  coverage  for  retired  employees  and  their 
families  in  a  group  health  plan  generally  provide  full  coverage  in 
the  company's  plan  until  age  65.  At  that  point,  most  companies 
provide  comprehensive  health  coverage  related  directly  or  indi- 
rectly to  the  benefits  provided  by  Medicare.  There  are  a  variety  of 
plan  designs. 

The  most  common  are  Medicare  "carve-out"  plans,  in  which  retir- 
ees receive  the  same  medical  coverage  as  active  employees,  but  de- 
duct from  the  coverage  those  costs  which  Medicare  pays.  These 
plans  may  require  the  same  co-payments  and  deductibles  from  re- 
tirees as  from  active  employees.  Because  retirees  share  their  costs 
through  co-payments  and  deductibles,  carve-out  plans  tend  to  be 
the  least  costly  for  employers. 

Under  "coordination  of  benefit"  plans,  the  plan  pays  the  dif- 
ference between  what  Medicare  pays  and  the  actual  cost  of  the 
services,  up  to  what  the  plan  would  pay  without  Medicare.  In  ef- 
fect, the  plan  will  only  reimburse  the  beneficiary  for  up  to  100  per- 
cent of  the  cost,  but  no  more. 

Under  "Medicare  supplement"  plans,  the  employer's  benefit  plan 
and  Medicare  benefits  are  coordinated  to  give  retirees  up  to  100 
percent  coverage  of  Medicare  covered  services  (as  well  as  additional 
services  not  covered  by  Medicare).  These  plans  may  impose  co-in- 
surance and  deductibles. 

Finally,  there  are  "fixed  allowance"  plans,  which  pay  only  for 
specific  benefits  not  covered  by  Medicare.  Most  plans,  regardless  of 
design,  cover  the  spouses  of  retired  employees,  although  employers 
may  require  the  retiree  to  pay  a  premium  for  the  spouse. 

3.  Estimating  Corporate  Liability 

There  is  substantial  debate  about  the  size  of  the  retiree  health 
benefit  liability  of  American  firms.  Recent  GAO  estimates  place 
total  corporate  liability  for  current  and  future  retirees  at  $412  bil- 
lion. 

This  estimate  is  uncertain  because  of  the  difficulty  of  measuring 
and  predicting  variables  that  will  affect  the  liability  of  firms.  For 
example,  to  determine  the  size  and  duration  of  the  retiree  popu- 
lation expected  to  make  claims  on  benefits,  it  is  necessary  to  esti- 
mate demographic  changes  to  determine  the  effects  of  a  graying 
baby-boom  generation,  increasing  life  expectancy,  the  growing 
«^miber  of  Persons  over  aSe  85>  and  the  future  age  of  retirement. 
While  we  know  that  the  number  of  elderly  is  expected  to  double  be- 
tween 1980  and  2020,  it  is  difficult  to  predict  the  magnitude  of 
their  use  of  health  care  services  and  whether  past  trends  in  early 
retirement  will  continue.  The  difficulty  in  predicting  health  care 
:ost  inflation  levels,  as  well  as  changes  in  the  Medicare  program, 
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exacerbates   the  problem  of  estimating  the   extent  of  American 
firms'  unfunded  liability. 

4.  Recognition  of  Corporate  Liability 

Until  1985,  companies  were  not  required  to  disclose  the  existence 
of  retiree  health  plans  or  liabilities  on  financial  statements  or  other 
reporting  forms  subject  to  public  scrutiny.  In  November  1984,  the 
Financial  Accounting  Standards  Board  (FASB)— the  independent, 
nongovernmental  authority  that  establishes  accounting  principles 
and  standards  of  reporting  in  the  United  States — adopted  an  in- 
terim rule  that  required  plan  disclosure,  starting  in  1985.  Specifi- 
cally, FASB  required  firms  that  provide  retiree  health  benefits  to 
footnote  certain  information  on  their  financial  statements,  includ- 
ing descriptions  of  the  benefits  provided  and  the  employee  groups 
covered,  the  methods  of  accounting  and  the  funding  policies  for  the 
benefits,  and  the  costs  of  the  benefits  for  the  period  of  the  financial 
statement. 

In  December  1990,  FASB  released  final  rules  requiring  corpora- 
tions to  report  accrued  as  well  as  current  expenses  for  retiree 
health  benefits  (FAS  106).  This  requirement  went  into  effect  in 
1993,  with  a  2-year  delay  for  small  nonpublic  plans  (companies 
with  fewer  than  500  employees)  and  non-U. S.  plans. 

According  to  a  GAO  study  released  in  1993,  FAS  106  "does  not 
affect  how  much  employers  pay  for  the  coverage  provided  in  any 
year,  nor  does  it  require  that  they  set  aside  funds  to  pay  these  fu- 
ture costs  ...  it  does  not  appear  to  have  a  direct  impact  on  the 
financial  conditions  of  the  companies  because  it  does  not  affect 
their  cash  flow.  .  .  .  However,  FAS  106  has  changed  employers' 
perception  of  retiree  health  benefits  by  making  them  more  aware 
of  the  magnitude  of  their  liabilities." 

The  new  reporting  standards  may  have  some  financial  implica- 
tions for  companies  that  currently  fund  their  benefits  on  a  pay-as- 
you-go  basis.  Once  a  company  is  required  to  report  its  accrued  li- 
abilities, the  financial  markets  may  reassess  its  value.  Investors 
may  look  to  see  whether  a  company  will  be  able  to  fund  its  retiree 
health  plans  and  still  remain  profitable.  Some  financial  experts  be- 
lieve that  the  FASB  rules  could  have  a  significant  adverse  effect  on 
some  companies,  especially  those  that  are  already  in  an  unstable 
condition. 

In  response  to  the  FASB  rules,  some  employers  are  starting  to 
pre-fund  retiree  health  benefits  so  they  can  meet  their  future  obli- 
gations without  jeopardizing  the  solvency  of  their  companies.  Oth- 
ers are  trying  to  reduce  their  liabilities  by  restructuring  benefits, 
by  placing  more  of  the  financing  burden  on  the  retirees,  or  by  dis- 
continuing their  retiree  health  plans  altogether. 

5.  Benefit  Protection  Under  Existing  Federal  Laws 

The  legal  status  of  retiree  health  benefits  is  analogous  to  the  sta- 
tus of  pension  plans  before  the  passage  of  ERISA  in  1974.  Whether 
retirees  receive  health  benefits  depends  upon  the  goodwill  of  the 
employer,  limited  Federal  regulation,  and  some  legal  precedents 
which  hold  that,  to  the  extent  there  is  a  contractual  obligation  to 
provide  health  benefits,  they  should  be  provided  for  life  unless 
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there  is  a  disclaimer  to  the  contrary  in  the  policy.  There  are  no  ex- 
plicit Federal  standards  for  vesting  (the  earning  of  a  nonforfeitable 
right  to  a  benefit)  or  funding  of  retiree  health  plans,  and  there  are 
few  safeguards  to  protect  retirees  from  losing  their  benefits  in  the 
event  of  a  plan  termination.  There  is  also  no  insurance  mechanism 
to  ensure  that  benefits  will  continue  if  the  employer's  plan  runs  out 
of  money. 

Companies  that  have  tried  to  change  or  terminate  retiree  health 
benefits  often  have  been  sued  by  their  retirees.  To  decide  such  dis- 
putes prior  to  the  passage  of  ERISA,  the  courts  tended  to  fashion 
contract  law  theories  which  looked  at  benefits  either  as  deferred 
compensation  or  as  the  result  of  unilateral  contracts  with  employ- 
ees. The  courts  generally  ruled  that  employees  who  worked  the  req- 
uisite number  of  years  to  earn  benefits  were  entitled  to  them  un- 
less there  were  clear  understandings  between  the  employer  and  the 
employees  to  the  contrary.  They  reasoned  that  employees  had  ac- 
cepted lower  salaries  to  ensure  that  they  would  receive  benefits  in 
retirement.  While  nonunion  employees  generally  brought  suit 
under  State  law,  arguing  that  employers  had  violated  their  contrac- 
tual agreements  union  employees  sued  for  contract  violations 
under  the  Labor  Management  Relations  Act,  a  Federal  law 

The  enactment  of  ERISA  provided  new  legal  grounds  to  chal- 
lenge unilateral  attempts  by  employers  to  change  or  terminate 
health  benefits.  However,  because  ERISA  resulted  from  congres- 
sional interest  in  making  pensions  secure,  far  fewer  protections 
were  provided  for  health  and  other  welfare  benefit  plans.  The  law 
draws  a  clear  distinction  between  pensions  and  welfare  benefits 
.(defined  to  include  medical,  surgical,  or  hospital  care  benefits,  as 
well  as  other  types  of  welfare  benefits).  While  ERISA  sets  up  ex- 
plicit vesting  and  funding  standards  for  pensions,  it  leaves  retiree 
health  and  other  benefits  in  a  less-protected  position.  This  is  espe- 
cially so  because  it  provides  that  welfare  benefit  plans  are  governed 
exclusively  under  ERISA.  State  laws  and  regulations  are  pre- 
empted. K 

ERISA  does,  however,  provide  additional  safeguards  in  its  re- 
quirement that  employer-sponsored  plans  comply  with  specific 
standards  relating  to  disclosure,  reporting,  and  notification  in  cases 
V7™terminatlon'  merger>  consolidation,  or  transfer  of  plan  as- 
sets. (Plans  that  cover  fewer  than  100  participants  are  partially  ex- 
empt from  these  requirements.)  In  addition,  plan  fiduciaries  (those 
responsible  for  managing  and  overseeing  plan  assets)  and  those 
who  handle  the  plan's  assets  or  property  must  be  bonded.  Fidu- 
ciaries must  discharge  their  duties  solely  in  the  interest  of  partici- 
pants and  beneficiaries,  and  they  can  be  held  liable  for  any  breach 
rf  their  responsibilities.  Plan  participants  and  beneficiaries  also 
lave  the  right  under  ERISA  to  file  suit  in  State  and  Federal  court 
x>  recover  benefits,  to  enforce  their  rights  under  the  terms  of  the 
)lan,  and  to  clarify  their  rights  to  future  benefits. 

If  the  employer  clearly  states  that  it  reserves  the  right  to  alter, 
imend,  or  terminate  the  retiree  benefit  plan  at  any  time,  and  com- 
nunicates  that  disclaimer  to  employees  and  retirees  in  clear  lan- 
guage, then  the  courts  will  sustain  the  right  of  the  employer  to  cut 
>ack  or  cancel  all  benefits.  Most  employers  have  amended  their 
)lans  in  recent  years  to  include  such  disclaimers.  By  distinguishing 
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pension  from  welfare  benefits,  Congress  never  intended  ERISA  to 
require  vesting  of  retiree  health  benefits.  Employees  have  coun- 
tered that  such  benefits  are  a  form  of  deferred  compensation  and 
that  employees  forego  higher  wages  to  receive  these  benefits  in  the 
future.  Employers  are,  therefore,  legally  obligated  to  provide  the 
benefits.  Moreover,  they  argue,  ERISA  does  not  prohibit  vesting  of 
retiree  health  benefits  and  clearly  does  provide  strict  standards  in 
cases  of  plan  termination. 

B.  ISSUES  AND  CONGRESSIONAL  RESPONSE 

1.  Continuation  of  Coverage 

For  reasons  independent  of  retiree  health  concerns,  Congress  in- 
cluded in  the  Consolidated  Budget  Reconciliation  Act  (COBRA  85) 
a  provision  (Title  X)  requiring  employers  with  20  or  more  employ- 
ees to  offer  employees  and  their  families  the  option  to  continue 
their  health  insurance  when  faced  with  loss  of  coverage  because  of 
certain  events. 

A  variety  of  events  trigger  COBRA  85  continuation  of  coverage, 
including  termination  of  reduction  in  hours  of  employment  (for  rea- 
sons other  than  gross  misconduct).  When  a  covered  employee 
leaves  his  or  her  job,  cuts  back  in  hours,  or  retires,  the  continued 
coverage  of  the  employee  and  any  qualified  beneficiaries  must  be 
provided  for  18  months.  The  employer's  health  plan  may  require 
the  employee  or  beneficiary  to  pay  the  premium  for  the  continued 
coverage,  but  the  premium  may  not  exceed  100  percent  of  the  oth- 
erwise applicable  premium  for  that  period. 

The  significance  of  Title  X  is  that  it  provides  retirees  with  contin- 
ued access  to  group  health  insurance  for  either  18  months  or  until 
the  individual  becomes  eligible  for  Medicare,  whichever  comes  first. 
For  retirees  of  companies  that  previously  did  not  provide  retiree 
health  benefits,  Title  X  provides  a  new  source  of  coverage.  How- 
ever, if  the  employer  discontinues  the  health  plan  for  all  employ- 
ees, Title  X  offers  no  help,  because  such  an  action  is  explicitly  spec^ 
ified  as  a  reason  for  terminating  continuation  coverage  to  retirees. 
Thus,  Title  X  adds  to  the  limited  protections  in  Federal  law,  but 
only  to  a  small  degree. 

In  OBRA  (P.L.  99-509),  Congress  amended  Title  X  to  require 
continuation  coverage  for  retirees  in  cases  where  the  employer  files 
for  bankruptcy  under  Chapter  11  of  the  U.S.  Code.  Under  the 
amendment  COBRA  provisions,  retired  employees  who  lose  cov- 
erage as  a  result  of  the  employer's  bankruptcy  can  purchase  con- 
tinuation coverage  until  the  death  of  the  retiree.  For  the  surviving 
spouse  or  the  dependent  children  of  the  covered  employee,  the  cov- 
erage is  limited  to  36  months. 

2.  Retiree  Health  Benefits  in  Bankruptcy  Proceedings 

Following  LTV  Corporation's  filing  for  reorganization  under 
Chapter  11  of  the  U.S.  Bankruptcy  Code  in  1986,  there  was  a 
sharp  increase  in  congressional  concern  over  retiree  health  bene- 
fits. As  part  of  the  company's  reorganization,  LTV  moved  to  termi- 
nate the  health  and  life  insurance  benefits  of  more  than  78,000  of 
its  retirees.  This  crisis  forced  the  Congress  to  confront  the  larger 
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and  more  difficult  question  of  how  the  Nation's  other  companies 
would  react  in  the  event  of  similar  financial  difficulties 

The  LTV  bankruptcy  highlighted  the  problems  surrounding  the 
enormous  unsecured  promise  of  health  benefits  made  to  retirees 
across  the  Nation.  In  the  case  of  LTV,  a  retaliatory  strike  by  the 
Steelworkers  and  Federal  legislation  forced  the  corporation  to  rein- 
state health  benefits  for  6  months.  Congress  also  included  provi- 
sions in  the  Tax  Reform  Act  of  1986  (P.L.  99-514)  that  permitted 
LI  V  to  use  certain  tax  benefits  to  fund  the  purchase  of  health  and 
lire  insurance  benefits. 

The  LTV  incident  spurred  the  Congress  to  enact  legislation 
aimed  at  protecting  other  retirees  who  found  themselves  in  similar 
straits.  Included  were:  (1)  provisions  in  COBRA  85,  requiring  the 
18-month  continuation  of  health  benefits  for  retirees  who  otherwise 
^do  a  o*e  their  health  coverage  upon  retirement;  (2)  provisions  in 
UBKA  86,  requiring  companies  entering  Chapter  11  bankruptcy 
alter  July  1,  1986,  to  continue  health  coverage  for  retiring  or  re- 
tired employees  for  life  so  long  as  they  continue  to  offer  health  in- 
surance to  current  employees;  and  (3)  provisions  in  the  continuing 
appropriations  resolution  for  fiscal  year  1986  (P.L.  99-591)  requir- 
ing companies  in  Chapter  11  bankruptcy  as  of  October  2  1986  to 
continue  to  pay  for  health  and  life  benefits  until  May  15,  1987  the 
kst  provision  was  extended  by  the  Retiree  Benefits  Bankruptcy 
Protection  Act  of  1988  (P.L.  100-334). 

3.  Pre-Funding 

There  is  growing  recognition  in  financial  markets  that  retiree 
lealtn  plans  represent  current  liabilities  which  must  be  counted 
igainst  company  earnings.  Until  1985,  companies  were  not  re- 
quired to  include  the  financial  liabilities  associated  with  a  retiree 
lealtn  plan  in  a  financial  statement.  In  fact,  at  that  time  few  com- 
bes had  any  idea  what  their  total  liability  was  for  providing 
>nese  Deneiits. 

New  FASB  rules  have  led  some  employees  to  consider  pre-fund- 
ng  their  retiree  health  benefit  plans.  Still,  relatively  few  employers 
ictually  do  pre-fund  their  plans.  Currently,  there  is  no  requirement 
hat  companies  pre-fund  and  there  is  little  financial  incentive  to  do 
io  At  present,  the  Federal  Government  appears  unwilling  to  pro- 
vide tax  breaks  to  help  offset  the  costs  of  funding  these  benefits 
vitnout  some  minimum  standards  guaranteeing  that  retirees 
vould  be  eligible  for  specified  minimum  benefits. 

Currently,  there  are  two  major  tax  vehicles  for  pre-funding  re- 
iree  health  benefits:  401(h)  trusts  and  voluntary  employees  benefit 
tssociations  (VEBAs).  Both,  however,  have  been  of  limited  use  to 
employers. 

Employers  do  not  often  use  401(h)  trusts  because  contributions 
ire  extremely  limited  by  the  law  and  because  these  trusts  must 
omply  with  complex  nondiscrimination  rules. 

Although  intended  for  somewhat  different  purposes,  VEBAs  used 
o  be  the  principal  mechanism  for  pre-funding  retiree  benefits 
jtnct  limits  were  originally  placed  on  employer  contributions,  but 
nese  limits  were  eventually  changed  to  allow  employers  to  deduct 
ontnbutions  to  VEBAs  from  their  taxes,  and  all  limits  were  re- 
loved  by  the  Tax  Reform  Act  of  1969.  The  1969  law  also  excluded 
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interest  income  accumulated  in  such  accounts  from  taxation.  In 
1980,  the  Department  of  the  Treasury  issued  rules  that  expanded 
the  definition  of  VEBAs  and  clarified  the  regulations  for  tax-fa- 
vored status,  thereby  making  it  simpler  for  companies  to  establish 
them. 

With  the  increasing  popularity  of  VEBAs,  concerns  began  tc 
emerge  in  Congress  about  their  liberal  tax  treatment.  While  the 
tax  code  treated  VEBAs  similarly  to  qualified  pension  plans,  it  im- 
posed fewer  restrictions  on  their  use,  thus  providing  opportunities 
for  abuse.  These  concerns  led  Congress  to  incorporate  strict  limits 
on  the  use  of  VEBAs  in  the  Deficit  Reduction  Act  of  1984  (DEFRA) 
As  a  result,  VEBAs  have  lost  much  of  their  value  as  a  pre-funding 
mechanism.  DEFRA:  (1)  Prohibits  employers  from  taking  a  deduc- 
tion for  welfare  benefits  that  may  be  provided  in  the  future;  (2] 
provides  that  benefits  cannot  discriminate  in  favor  of  highly  paid 
employees;  (3)  prohibits  the  plan  from  being  established  exclusively 
for  the  benefit  of  retirees  (in  which  case,  it  could  be  considered  de- 
ferred compensation  and  not  a  welfare  plan);  (4)  requires  separate 
accounts  to  be  maintained  for  key  employees;  (5)  prohibits  assump 
tions  about  future  medical  price  inflation  and  utilization  to  be  usee 
in  actuarial  calculations  for  determining  employer  costs  for  pre 
funding  benefits;  and  (6)  requires  that  taxes  be  paid  on  investmenl 
income  earned  on  reserves. 

Pre-funding  will  remain  an  unattractive  option  for  employers 
until  tax  incentives  are  provided  that  offer  favorable  treatment  foi 
setting  aside  funds  to  pay  for  future  health  benefits  similar  to  the 
favorable  tax  treatment  that  pension  contributions  currently  re 
ceive.  At  present,  faced  with  growing  budgetary  constraints,  Con 
gress  appears  unwilling  to  provide  significant  tax  breaks  to  helj 
offset  the  cost  of  funding  these  benefits.  The  enactment  of  mini 
mum  standards  that  will  guarantee  specified  benefits  for  retirees 
is  generally  seen  as  a  corresponding  trade-off  for  tax-favored  treat 
ment. 

In  the  101st  Congress,  several  bills  were  introduced  that  wen 
aimed  at  encouraging  employers  to  pre-fund  their  retiree  health  ob 
ligations.  These  proposals,  however,  failed  to  generate  significani 
support,  due  largely  to  their  high  projected  revenue  loss  to  the  Fed 
eral  Government.  The  101st  Congress,  however,  did  pass  a  law  U 
enable  employers  to  transfer,  without  adverse  tax  consequences 
excess  assets  in  a  defined  benefit  pension  plan  (other  than  a  multi 
employer  plan)  to  a  retiree  health  plan  (H.R.  5835,  P.L.  101-508) 
Transfers  cannot  exceed  certain  limits  and  may  only  be  made  onc< 
in  any  taxable  year  beginning  after  December  31,  1990,  and  before 
January  1,  1996. 

In  the  102nd  Congress,  no  action  was  taken  on  pre-funding  pro- 
posals due  largely  to  budgetary  constraints,  as  well  as  a  broadei 
focus  on  national  health  care  issues,  in  general,  including  the  prob- 
lems of  rising  health  care  costs  and  the  large  number  of  Americans 
without  any  form  of  health  care  coverage. 

C.  PROGNOSIS 

In  1994,  Congressional  action  on  the  issue  of  health  insurance 
coverage  for  retirees  is  likely  to  appear  within  the  context  of  com- 
prehensive health  care  reform  measures. 
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Short  of  comprehensive  health  care  reform,  a  number  of  legisla- 
tive and  Federal  regulatory  developments  affecting  retirees  are 
possible,  including:  (1)  Required  continuation  of  coverage  beyond 
that  mandated  by  Title  X  of  COBRA;  (2)  required  continuation  of 
benefits  in  the  event  of  an  employer's  bankruptcy;  (3)  mandatory 
vesting  (a  proposal  usually  coupled  with  mandatory  pre-funding); 
(4)  tax  law  revisions  to  provide  more  favorable  treatment  of  pre- 
funded  retiree  health  benefits;  (5)  required  notification  of  plan  ter- 
mination through  amendments  to  ERISA;  (6)  other  minimum 
standards  following  the  ERISA  model;  (7)  plan  termination  insur- 
ance; and  (8)  lowering  the  age  of  eligibility  for  Medicare,  which 
would  substantially  reduce  employer's  liabilities  but  drive  up  the 
costs  of  the  Medicare  program. 

In  the  absence  of  comprehensive  health  or  other  more  limited  re- 
forms, the  retirees  at  greatest  risk  of  losing  benefits  will  be  those 
who  work  for  companies  closest  to  the  brink  and  least  able  to  sus- 
tain measures  adding  to  their  costs.  Legislation  providing  help  for 
current  retirees  may  discourage  employers  from  providing  health 
benefits  to  future  retirees.  Proposals  that  require  Federal  expendi- 
tures, such  as  tax  incentives  for  pre-funding  or  ERISA-like  mecha- 
nisms for  insuring  benefits  in  the  case  of  bankruptcy,  run  up 
against  concerns  about  the  budget  deficit.  Adding  to  the  complexity 
of  developing  any  legislative  response  is  the  need  for  flexibility  in 
the  benefit  structure  so  that  benefits  can  respond  to  changes  in 
medical  care  prices,  medical  practices,  and  Medicare  reimburse- 
ment policy. 
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COMPREHENSIVE  HEALTH  CARE  REFORM 

OVERVIEW 

In  the  103rd  Congress,  widespread  attention  is  being  given  to 
legislative  alternatives  for  reforming  our  health  care  system. 
Central  to  the  debate  is  the  issue  of  how  to  expand  access  for 
America's  estimated  35.4  million  uninsured  and  large  number  of 
underinsured  without  fueling  health  care  inflation,  and  in  a  way 
which  does  not  require  significant  new  Federal  or  State  spending. 

Some  in  Congress  believe  that  the  Nation  can  only  afford  gradual 
steps  toward  improving  health  insurance  coverage,  through  such 
approaches  as  reform  of  the  private  health  insurance  market,  or 
coverage  of  specific  populations,  such  as  infants  and  pregnant 
women.  Others  believe  that  the  only  way  to  address  the  problems 
of  health  care  access  and  escalating  costs  is  by  enacting  com- 
prehensive reform,  and  establishing  a  program  of  health  insurance 
coverage  for  all  that  incorporates  effective  cost  controls.  Any  ap- 
proach will  have  a  significant  effect  on  stakeholders  including  indi- 
viduals, businesses,  government,  and  providers  and  suppliers  of 
health  care,  making  agreement  on  any  one  or  a  combination  of  leg- 
islative proposals  difficult. 

One  factor  that  may  complicate  the  search  for  solutions  to  access 
problems  is  the  rising  cost  of  health  care.  Over  the  past  10  years, 
health  care  spending  has  grown  faster  than  spending  in  the  gen- 
eral economy.  Many  believe  that  without  major  changes,  this  trend 
in  spending  will  continue.  The  numbers  of  uninsured  and 
underinsured  individuals  could  increase  as  rising  health  care  costs 
make  it  more  expensive  for  individuals  and  employers  to  purchase 
coverage.  Any  attempt  to  expand  access  to  health  insurance  will 
therefore  need  to  address  the  factors  fueling  health  care  inflation. 
Proposals  to  control  health  care  costs  reflect  varied  strategies  such 
as  administrative  reform,  encouragement  of  managed  care,  and  na- 
tional expenditure  limits  enforced  through  controls  on  provider 
prices  or  insurers'  premium  rates  or  both. 

Proposals  under  consideration  in  the  103rd  Congress  incorporate 
widely  different  approaches  to  expanding  access  to  health  insur- 
ance, including  providing  tax  incentives,  vouchers,  or  other  assist- 
ance for  individual  insurance  purchasers;  mandating  employer  con- 
tributions to  health  benefits;  and  instituting  a  national  health  in- 
surance system.  The  following  discussion  reviews  the  various  ap- 
proaches under  consideration  in  the  103rd  Congress  and  health  re- 
form issues  affecting  the  elderly. 
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A.  OVERVIEW  OF  MAJOR  APPROACHES  TO  HEALTH  CARE 

REFORM 

1.  Universal  Public  Coverage 

The  most  sweeping  health  insurance  reform  proposals  would  re- 
place some  or  all  existing  public  and  private  coverage  with  a  com- 
prehensive public  program.  These  proposals  take  a  number  of  dif- 
ferent forms.  "Single  payer"  plans  would  enroll  all  U.S.  residents 
in  a  single  publicly  funded  program,  replacing  the  multiple  payers 
of  the  current  system.  Some  single  payer  proposals  would  establish 
such  a  program  at  the  Federal  level,  while  others  would  create 
State-administered  programs  with  Federal  funding.  This  approach 
is  represented  in  the  103rd  Congress  by  bills  introduced  by  Rep- 
resentative McDermott  and  Senator  Wellstone  (H.R.  1200/S.  491). 

"Medicare  for  all"  proposals,  such  as  H.R.  2610  introduced  by 
Representative  Stark,  would  extend  the  current  Medicare  program 
to  cover  the  entire  population.  The  major  difference  between  this 
approach  and  the  single-payer  option  is  that  Medicare  benefits  are 
less  comprehensive  than  those  included  in  the  single-payer  bills. 
This  means  that  there  would  still  be  a  role  for  private  insurance 
in  selling  supplemental  policies.  In  addition,  Medicaid  would  still 
be  needed  to  furnish  supplemental  coverage  for  the  poor. 

2.  Employer-Based  Plans 

Many  proposals,  instead  of  establishing  universal  coverage 
through  a  public  program,  would  build  on  the  current  system, 
under  which  most  people  obtain  health  insurance  through  employ- 
ment. Under  this  approach,  employers  would  be  expected  to  furnish 
or  help  pay  for  coverage  for  their  workers  and  dependents;  most 
proposals  also  include  public  financial  assistance  for  persons  who 
do  not  obtain  coverage  through  employers.  An  "employer  mandate" 
is  included  in  the  President's  plan:  all  employers  would  contribute 
to  private  insurance  premiums  for  their  employees,  up  to  fixed  per- 
cent-or-payroll  limits.  This  approach  differs  somewhat  from  the  so- 
called  "pay  or  play"  proposals  considered  in  the  102nd  Congress, 
under  which  employers  would  have  chosen  between  paying  for  pri- 
vate coverage  or  contributing  a  fixed  percentage  of  payroll  toward 
the  cost  of  covering  their  workers  in  a  public  plan. 

Under  the  President's  proposal,  the  Health  Security  Act  (H.R. 
3600/S.  1757)  all  employees  would  be  enrolled  in  private  health 
plans,  even  if  their  employer's  liability  was  limited  by  the  percent- 
of-payroll  caps.  Other  proposals  would  simply  require  that  employ- 
ers offer  coverage — that  is,  make  a  group  plan  available  to  their 
employees  but  not  contribute  to  the  premiums.  In  the  103rd  Con- 
gress, this  approach  is  included  in  the  House  Republican  plan — 
H.R.  3800/S.  1533  introduced  by  Representative  Michel  and  Sen- 
ator Lott,  the  Senate  Republican  Health  Care  Task  Force  plan — 
H.R.  3704/S.  1770  introduced  by  Representative  William  Thomas 
and  Senator  Chafee,  and  the  Cooper/Breaux  managed  competition 
bill— H.R.  3222/S.  1579  introduced  by  Representative  Cooper  and 
Senator  Breaux. 
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3.  Tax  System  Options 

Federal  tax  law  might  be  modified  in  a  variety  of  ways  to  help 
more  individuals  purchase  health  insurance  or  to  encourage  more 
employers  to  provide  group  health  plans.  Some  options  being  con- 
sidered by  Congress  to  encourage  individuals  to  purchase  coverage 
include — liberalizing  the  deduction  for  health  care  costs,  currently 
available  only  for  costs  in  excess  of  7.5  percent  of  adjusted  gross 
income;  providing  a  refundable  tax  credit,  much  like  the  earned  in- 
come tax  credit,  to  low-income  families  to  subsidize  the  cost  of 
health  insurance;  and  creating  a  voucher  program  using  the  Fed- 
eral tax  system  to  subsidize  the  purchase  of  health  insurance  by 
low-income  families. 

A  new  tax  system  approach  embodied  in  a  number  of  proposals 
is  the  establishment  of  medical  savings  accounts  (MSAs).  Individ- 
ual and/or  employer  contributions  to  these  accounts  would  be  ex- 
cluded from  income,  and  withdrawals  to  pay  for  medical  care  would 
also  be  tax-exempt.  Current  employer  health  plans  might  be  re- 
placed by  a  combination  of  an  MSA  and  a  limited,  catastrophic 
health  insurance  plan.  For  example,  employees  might  pay  for  the 
first  $3,000  of  medical  expenses  using  the  MSA,  after  which  the  in- 
surance plan  would  be  liable.  Proponents  contend  that  this  would 
make  consumers  more  cost-conscious  while  preserving  catastrophic 
protection.  MSAs  are  included  in  the  House  Republican  and  Senate 
Republican  Task  Force  proposals  and  in  the  Stearns/Nickles  bill 
(H.R.  3698/S.1743). 

4.  Expanded  Public  Programs 

Existing  Government  insurance  programs,  such  as  Medicare  and 
Medicaid,  could  be  expanded  to  reach  a  larger  population.  In  addi- 
tion to  the  "Medicare  for  all"  plans,  some  proposals  would  expand 
Medicare  less  dramatically,  by  eliminating  the  current  24-month 
waiting  period  for  benefits  for  some  or  all  of  the  disabled,  permit- 
ting early  retirees  to  obtain  Medicare  coverage,  or  allowing  unem- 
ployed workers  to  purchase  Medicare.  There  are  also  proposals  for 
further  expansion  of  Medicaid,  the  Federal-State  program  for  cer- 
tain groups  of  low-income  persons. 

5.  Managed  Competition 

Under  the  managed  competition  approach,  consumers  would 
choose  from  among  competing  health  plans  and  would  be  given  fi- 
nancial incentives  to  select  the  most  cost-effective.  Proponents  of 
competition  contend  that  the  favorable  tax  treatment  of  health  ben- 
efits and  other  factors  have  encouraged  workers  to  choose  ineffi- 
cient health  plans.  They  would  change  financial  incentives  to  en- 
courage more  prudent  purchasing. 

To  insure  that  purchasers  could  assess  the  price  and  quality  of 
different  plans,  an  intermediary,  the  health  insurance  purchasing 
cooperative  (HIPC)  or  health  alliance,  would  be  established  be- 
tween the  consumer  and  the  competing  plans.  By  selecting  quali- 
fied plans,  standardizing  benefits,  and  providing  quality  informa- 
tion, the  alliance  would  "manage"  the  market.  In  most  proposals, 
alliance  participation  would  be  required  for  all  purchasers  in  an 
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area  or  for  defined  subgroups,  such  as  small  employers  and/or  indi- 
viduals buying  coverage  on  their  own. 

Several  different  insurers  would  arrange  with  the  alliance  to 
offer  health  benefit  plans.  Each  individual  or  family  participating 
would  select  from  among  the  different  plans  offered.  In  order  to  fa- 
cilitate consumer  choice,  the  alliance  would  collect  and  disseminate 
information  on  the  quality  and  costs  of  the  participating  plans. 

Through  tax  system  changes  or  fixed  employer  contributions, 
families  would  be  given  an  incentive  to  choose  the  least  costly  plan 
offered  through  the  alliance  and  meeting  specified  benefit  and  qual- 
ity standards.  The  expectation  is  that  many  people  will  opt  for 
managed  care:  plans,  such  as  health  maintenance  organizations, 
which  arrange  for  covered  services  through  affiliated  provider  net- 
works and  seek  to  provide  care  with  maximum  efficiency. 

Competition  proponents  say  that  market  pressure  will  produce 
greater  savings.  However,  it  is  not  certain  that  most  consumers 
would  select  highly  restrictive  HMO  plans,  nor  would  such  plans 
be  available  immediately  in  many  areas.  Although  there  is  evi- 
dence that  tightly  structured  HMOs  can  cut  costs  over  the  short 
term,  they  do  not  appear  to  reduce  long-term  spending  growth. 

B.  COMPREHENSIVE  HEALTH  REFORM  AND  THE  ELDERLY 

1.  Long-Term  Care 

Many  legislative  proposals  to  reform  the  health  care  system  con- 
tain provisions  of  particular  interest  to  older  people.  This  section 
describes  the  key  issues,  and  discusses  the  various  approaches  con- 
tained in  the  proposals. 

Today,  there  is  unprecedented  agreement  among  policymakers, 
advocacy  organizations,  and  older  people  on  the  need  for  reform  of 
the  long-term  care  system  in  the  United  States.  However,  there  is 
far  from  universal  agreement  on  what  shape  reform  should  take. 
Some  believe  the  Federal  Government  should  assume  the  major 
role  in  financing  long-term  care  services  through  a  new  entitlement 
program.  Others  believe  that  the  cost  of  any  public  sector  expan- 
sion would  be  prohibitive  and  that  the  private  sector  through  pri- 
vate insurance  should  take  the  lead.  Still  others  believe  a  combina- 
tion of  public  and  private  sector  strategies  is  needed.  However,  al- 
most everyone  who  has  shown  an  interest  in  the  issue  agrees  that 
there  should  be  some  change. 

(A)  FINANCING 

One  of  the  most  compelling  reasons  for  reform  of  the  long-term 
care  system  is  the  current  way  we  pay  for  long-term  care.  The  Na- 
tion spent  $60  billion  for  nursing  home  care  in  1991.  Two  sources 
of  payment — the  Medicaid  program  and  out-of-pocket  payments — 
account  for  90  percent  of  this  total.  This  pattern  of  payment  reveals 
that  the  elderly  face  significant  unfunded  liability  for  long-term 
care,  and  paying  for  these  services  can  impoverish  many  of  those 
needing  care. 

These  financing  problems  are  expected  to  become  more  acute  as 
a  rapidly  aging  population  faces  the  need  for  long-term  care.  An  es- 
timated 7.1  million  elderly  need  long-term  care  services.  Of  these, 
an  estimated  5.6  million  elderly,  or  almost  80  percent  of  the  total, 
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live  in  their  own  homes  or  other  community-based  settings.  About 
1.5  million  elderly  reside  in  nursing  homes.  Estimates  snow  that 
the  number  of  elderly  needing  long-term  care  may  grow  from  7.1 
million  to  13.8  million  by  the  year  2030,  with  5.3  million  elderly 
persons  using  nursing  home  care  and  the  remaining  8.5  million  re- 
siding in  the  community.  Policymakers  cite  the  growing  aging  pop- 
ulation as  added  impetus  for  reform,  because  of  the  predicted  fu- 
ture strain  on  our  long-term  care  financing  system. 

More  evidence  that  long-term  care  financing  is  a  major  problem 
comes  in  the  form  of  largely  anecdotal  accounts  of  wealthy  individ- 
uals sheltering  their  assets  in  order  to  qualify  for  Medicaid  and  re- 
ceive public  support  for  their  nursing  home  expenses.  A  recent 
study  by  the  GAO  indicates  that  this  practice  may  not  be  as  wide- 
spread as  previously  thought,  but  concern  about  asset  sheltering  is 
strong  enough  that  provisions  of  OBRA  93  made  transferring  as- 
sets for  the  purpose  of  qualifying  for  Medicaid  much  more  difficult. 

(B)  INSTITUTIONAL  BIAS 

Another  factor  adding  to  the  need  for  reform  of  the  long-term 
care  system  is  the  institutional  bias  built  into  our  system.  By  far 
the  greatest  portion  of  long-term  care  spending  is  for  nursing  home 
care.  Very  little  coverage,  either  through  public  programs  or  pri- 
vate insurance,  exists  for  the  alternative  home  and  community- 
based  services  that  the  elderly  and  their  families  prefer.  In  1988 
(the  last  year  for  which  estimates  are  available),  total  home  care 
spending  amounted  to  only  18  to  24  percent  of  total  long-term  care 
spending.  Medicare,  the  Federal  health  insurance  program  for  the 
elderly  and  disabled,  is  focused  primarily  on  coverage  of  acute 
health  care  costs  and  was  never  intended  to  provide  protection  for 
long-term  care.  Medicare  pays  for  only  limited  amounts  of  commu- 
nity-based long-term  care  services,  primarily  through  the  program's 
home  health  benefit.  Most  chronically  impaired  people  do  not  need 
skilled  care  to  remain  in  their  homes,  but  rather  nonmedical  sup- 
portive care  and  assistance  with  basic  self-care  functions  and  daily 
routines  that  do  not  require  skilled  personnel.  Because  the  Medic- 
aid program  does  provide  coverage  for  the  cost  of  nursing  home 
care  for  very  poor  people,  and  because  the  cost  of  nursing  home 
care  can  impoverish  an  elderly  person  very  quickly,  this  program 
has  by  default  become  our  primary  form  of  public  long-term  care 
coverage.  There  is  a  great  deal  of  pressure  being  brought  to  bear 
by  State  governments  that  have  come  to  realize  that  the  cost  of 
nursing  home  care  has  grown  so  rapidly  that  it  is  threatening  their 
budgets. 

(C)  ACCESS/COORDINATION  PROBLEMS 

Where  there  is  public  support  available  for  long-term  care  in  the 
community,  there  are  often  access  and  coordination  problems  that 
stem  from  the  multiple  programs  with  differing  eligibility  criteria. 
Three  Federal  programs  besides  Medicare  and  Medicaid  provide 
support  for  community-based  long-term  care  services  for  impaired 
elderly  people.  These  are  the  Social  Services  Block  Grant  (SSBG), 
the  Older  Americans  Act  (OAA),  and  the  Supplemental  Security  In- 
come (SSI)  program.  The  SSBG  provides  block  grants  to  States  for 
a  variety  of  home-based  services  for  the  elderly,  as  well  as  the  dis- 
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abled  and  children.  The  Older  Americans  Act  also  funds  a  broad 
range  of  community-based  services  for  the  elderly.  Under  the  SSI 
program,  the  federally  administered  income  assistance  program  for 
aged,  blind,  and  disabled  people,  many  States  provide  supple- 
mental payments  to  the  basic  SSI  payment  to  support  selected 
community-based,  long-term  care  services  for  certain  eligible  peo- 
ple, including  the  frail  elderly.  For  elderly  people  who  need  sup- 
portive services,  it  can  be  difficult  to  access  these  programs  because 
they  are  often  administered  by  different  agencies  using  different 
procedures  at  the  local  level. 

(D)  LEGISLATIVE  PROPOSALS 

Concern  about  long-term  care  financing  is  not  new.  Creation  of 
Federal  task  forces  on  long-term  care  issues,  as  well  as  Federal  in- 
vestment in  research  and  demonstration  efforts  to  identify  cost-ef- 
fective "alternatives  to  institutional  care,"  date  back  to  the  late 
1960's  and  early  1970's  when  payments  for  nursing  home  care 
began  consuming  a  growing  proportion  of  Medicaid  expenditures. 
The  awareness  that  public  programs  provided  only  limited  support 
for  community-based  care,  as  well  as  concern  about  the  fragmenta- 
tion and  lack  of  coordination  in  Federal  support  for  long-term  care, 
led  to  the  development  of  a  number  of  legislative  proposals  begin- 
ning in  the  mid- 1970's.  Over  the  years,  bills  have  variously  pro- 
posed establishing  in  Medicare  new  comprehensive  long-term  care 
benefits;  consolidating  certain  existing  benefits  of  the  Medicare, 
Medicaid,  and  SSBG  programs  into  a  new  program  of  Federal  sup- 
port for  long-term  care  with  uniform  benefits  and  eligibility;  and 
providing  block  grants  to  the  States  for  expanded  home  and  com- 
munity-based care. 

While  there  have  been  a  number  of  proposals  to  provide  for 
large-scale  reform,  long-term  care  legislation  thus  far  enacted  has 
taken  an  incremental  approach,  principally  through  limited  expan- 
sion of  existing  program  support  for  home  and  community-based 
services.  Incremental  changes  enacted  into  law  have  included  1981 
legislation  authorizing  the  Secretary  of  the  Department  of  Health 
and  Human  Services  to  allow  States  to  broaden  coverage  for  a 
range  of  community-based,  long-term  care  services  under  the  Med- 
icaid plans.  In  1982,  Congress  also  established  a  new  Medicare  hos- 
pice benefit  that  provides  broad  home  care  coverage  to  terminally 
ill  Medicare  beneficiaries.  In  1987,  Congress  gave  States  limited 
new  authority  to  provide  in-home  services  for  the  frail  elderly 
under  the  Older  Americans  Act.  Most  recently,  OBRA  90  included 
provisions  to  establish  in  Medicaid  a  new  optional  benefit  for  home 
and  community-based  services  for  the  frail  elderly. 

However,  the  current  health  care  reform  environment  has  set  the 
stage  for  major  changes  in  the  area  of  long-term  care.  The  Health 
Security  Act  proposed  by  President  Clinton  contains  far-reaching 
provisions  to  change  the  way  we  provide  long-term  care  in  the 
United  States,  with  the  cornerstone  being  a  new  program  to  pro- 
vide home  and  community-based  care  to  people  of  all  ages.  Follow- 
ing is  a  summary  of  the  treatment  of  long-term  care  in  the  Clinton 
plan.  Most  other  major  health  reform  packages  which  have  been  in- 
troduced in  the  103rd  Congress  do  not  propose  major  changes  in 
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long-term  care.  Where  the  alternative  plans  do  have  long-term  care 
provisions,  they  are  outlined  below. 

(1)  The  Clinton  Plan 

The  Clinton  plan  would  establish  a  new  grant  program  to  States 
to  provide  home  and  community-based  long-term  care  services  to 
the  severely  disabled  (persons  requiring  assistance  in  three  or  more 
activities  of  daily  living,  or  ADLs,  such  as  dressing  or  eating),  per- 
sons with  significant  mental  impairment  such  as  Alzheimer's  dis- 
ease, the  severely  mentally  retarded,  and  technology-dependent 
children.  Participation  would  be  open  to  all  persons  meeting  the 
disability  criteria,  regardless  of  age  or  income.  However,  not  all  eli- 
gible persons  would  necessarily  receive  services.  The  program 
would  not  be  an  individual  entitlement,  like  Medicare  and  Medic- 
aid, under  which  anyone  meeting  eligibility  criteria  has  a  right  to 
benefits.  Instead,  it  would  be  a  "capped"  entitlement,  with  the 
number  of  participants  limited  to  the  number  that  could  be  served 
within  the  program's  budget.  This  would  presumably  entail  some 
form  of  waiting  list,  as  in  some  State-funded  home  care  programs. 

Federal  funding  for  the  program  would  be  subject  to  an  annual 
limit,  updated  for  inflation  and  growth  in  the  elderly  population. 
The  formula  for  allocation  of  funds  to  the  States  would  take  into 
account  the  State's  share  of  the  disabled  population,  the  State's 
low-income  population,  State  wage  levels,  and  required  State  con- 
tribution levels.  State  contribution  levels  would  range  from  5  to  22 
percent  of  the  cost  of  services,  with  higher  shares  being  paid  by 
States  with  above-average  per  capita  incomes.  Individuals  would 
pay  coinsurance  on  an  income-based  sliding  scale. 

Program  funding  would  be  phased  in  over  a  7-year  period,  begin- 
ning with  $4.5  billion  in  fiscal  year  1996  and  reaching  $38.3  billion 
in  fiscal  year  2003;  the  amount  for  later  years  would  be  updated 
for  inflation  and  changes  in  the  disabled  population.  During  the 
phase-in,  States  might  offer  more  limited  services  than  would  be 
available  later  on;  however,  they  could  not  impose  means  tests  for 
eligibility.  All  eligible  persons  would  receive  an  individual  assess- 
ment and  plan  of  care.  Services  would  be  defined  by  the  State,  but 
would  have  to  include  personal  assistance  services.  Other  services 
States  may  offer  include,  but  are  not  limited  to,  case  management, 
homemaker  and  chore  assistance,  home  modifications,  respite  serv- 
ices, assistive  technology,  adult  day  care  services,  habilitation  and 
rehabilitation,  supported  employment,  and  home  health  services. 

State  Medicaid  programs  would  continue  to  provide  home  and 
community-based  services — either  additional  services  for  persons 
served  under  the  new  Federal  program,  or  services  to  persons  not 
eligible  under  the  program  (because  of  program  capacity  limits  or 
because  they  do  not  meet  the  disability  criteria).  States  would  have 
the  option  of  integrating  community  and  institutional  long-term 
care  services,  establishing  a  single  continuum  of  long-term  care 
with  fixed  limits  on  Federal  funding  in  place  of  open-ended  match- 
ing funds.  The  proposal  would  also  liberalize  Medicaid  financial 
standards  for  institutional  long-term  care. 

The  proposal  would  establish  a  system  of  Federal  regulation  of 
private  long-term  care  insurance  policies  (including  requirements 
that  policies  include  inflation  protection  and  nonforfeiture  provi- 
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sions)  and  would  provide  the  same  tax  preferences  for  such  policies 
as  are  available  For  ordinary  health  insurance.  A  new  tax  credit 
would  be  established  to  pay  as  much  as  50  percent  of  costs  (up  to 
$15,000)  for  personal  care  services  for  employed  persons  with  dis- 
abilities. HHS  would  sponsor  demonstrations  of  integrated  acute 
care/long-term  care  programs  as  possible  options  within  the  re- 
gional alliance  structure. 

(2)  Treatment  Under  Other  Legislative  Proposals 

Coverage  of  long-term  care  services  is  included  in  the 
McDermott/Wellstone  single-payer  bill  (H.R.  1200/S.  491).  Long- 
term  chronic  care  services,  including  nursing  facility,  home  health, 
and  home  and  community-based  care  would  r>e  included  among  the 
comprehensive  benefits  covered  by  the  national  program.  Persons 
with  two  or  more  ADLs  would  be  eligible  for  home  and  community- 
based  care;  children  under  age  18  would  also  be  eligible  according 
to  an  alternative  standard  of  disability.  Pavments  for  home  and 
community-based  care  for  an  eligible  individual  would  not  exceed 
65  percent  of  the  average  cost  of  nursing  home  care.  Persons  age 
65  and  older  would  be  required  to  pay  a  monthly  long-term/health 
care  premium  of  $65,  if  tneir  incomes  exceeded  certain  levels.  In 
the  House  of  Representatives  version  of  this  bill,  long-term  care 
services  could  be  subject  to  cost-sharing. 

There  is  no  provision  in  this  legislation  for  home  and  community- 
based  care  under  Medicaid,  as  Medicaid  would  be  repealed.  There 
is  also  no  provision  for  tax  code  clarification  for  purchasers  of  pri- 
vate long-term  care  insurance,  and  no  provision  tor  long-term  care 
insurance  standards. 

The  Michel/Lott  bill  (H.R.  3080/S.  1533)  includes  no  provision  for 
a  new  home  and  community-based  care  program.  In  the  area  of 
Medicaid  coverage  of  long-term  care,  State  Medicaid  plans  would 
be  required  to  allow  persons  purchasing  qualified  long-term  care 
insurance  policies  to  disregard,  for  purposes  of  Medicaid  eligibility, 
a  certain  amount  of  assets  that  can  be  attributed  to  private  long- 
term  care  insurance  benefits.  Also,  the  tax  code  would  be  amended 
to  make  the  costs  of  qualified  long-term  care  services  deductible  to 
the  same  extent  that  medical  care  expenses  are  currently  deduct- 
ible; long-term  care  expenses  incurred  for  dependent  parents  and 
grandparents  would  also  be  deductible. 

Long-term  care  insurance  premiums  (up  to  certain  amounts  for 
specified  age  groups)  and  benefit  payments  under  these  policies 
would  be  eligible  for  the  same  tax  preferences  as  health  insurance 
and  health  insurance  benefits.  Policies  would  have  to  meet  a  num- 
ber of  requirements,  including  covering  persons  having  two  or  more 
ADLs  or  cognitive  impairment  for  at  least  90  days  and  having  ben- 
efits of  not  more  than  $200  per  day  (adjusted  for  inflation  in  future 
years).  The  bill  would  allow  accelerated  death  benefits  received 
under  a  life  insurance  contract  to  be  excluded  from  taxable  income 
for  those  persons  who  are  terminally  ill  and  confined  to  certain  fa- 
cilities. Withdrawals  from  individual  retirement  plans  and  401(k) 
plans  would  be  excluded  from  income  if  used  for  long-term  care  in- 
surance premiums,  and  exchanges  of  life  insurance  contracts  for 
long-term  care  contracts  would  not  be  taxable.  The  bill  makes  no 
provision  for  long-term  care  insurance  standards. 
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The  Cooper/Breaux  bill  (H.R.  3222/S.  1579),  the  so-called  "man- 
aged competition"  plan,  does  not  include  a  new  home  and  commu- 
nity-based care  program.  Federal  payments  to  the  States  for  Medic- 
aid-covered  long-term  care  services  would  be  phased  out  over  a  4- 
year  period.  There  is  no  provision  for  tax  code  clarification  for  long- 
term  care  insurance  or  service  expenditures,  or  for  long-term  care 
insurance  standards. 

The  Stearns/Nickles  bill  (H.R.  3698/S.  1743)  makes  no  provision 
for  a  home  and  community-based  care  program,  or  Medicaid  cov- 
erage of  long-term  care.  The  bill  does  include  some  tax  code  clari- 
fications related  to  health  care  expenditures.  The  bill  would  allow 
accelerated  death  benefits  received  under  a  life  insurance  contract 
to  be  excluded  from  taxable  income  for  those  persons  who  are  ter- 
minally ill  or  who  are  chronically  ill  and  confined  to  certain  facili- 
ties. Withdrawals  from  individual  retirement  plans  and  401(k) 
plans  would  be  excluded  from  income  if  used  for  long-term  care  in- 
surance premiums,  and  exchanges  of  life  insurance  contracts  for 
long-term  care  insurance  would  not  be  taxable.  There  is  no  provi- 
sion for  long-term  care  insurance  standards. 

The  W.  Thomas/Chafee  bill  (H.R.  3704/S.  1770)  makes  no  provi- 
sion for  a  new  home  and  community-based  care  program.  There  are 
also  no  provisions  related  to  Medicaid  coverage  of  long-term  care. 
The  tax  code  would  be  amended  to  make  the  costs  of  qualified  long- 
term  care  services  deductible  to  the  same  extent  that  medical  care 
expenses  are  currently  deductible;  these  costs  would  be  deductible 
for  persons  living  in  nursing  homes  and  having  three  or  more 
ADLs,  or  living  at  home  and  having  two  or  more  ADLs.  Qualified 
long-term  care  insurance  premiums  and  benefit  payments  under 
these  policies  would  be  eligible  for  the  same  tax  preferences  as 
health  insurance  and  health  insurance  benefits.  Qualified  policies 
would  have  to  meet  a  number  of  requirements,  including  having 
benefits  of  not  more  than  $100  per  day  (adjusted  for  inflation  in  fu- 
ture years).  Policies  would  also  have  to  meet  certain  consumer  pro- 
tection standards.  The  bill  would  allow  accelerated  death  benefits 
received  under  a  life  insurance  contract  to  be  excluded  from  taxable 
income  for  those  persons  who  are  terminally  ill. 

In  order  to  be  eligible  for  tax  preferences,  long-term  care  policies 
would  have  to  meet  certain  standards  specified  in  the  National  As- 
sociation of  Insurance  Commissioners'  Model  Act  and  Regulations 
as  well  as  other  requirements.  In  addition,  insurers  would  face  pen- 
alties if  policies  did  not  meet  other  chief  standards  and  require- 
ments. 


2.  Medicaid  and  Long-Term  Care 

(a)  need  for  reform 

Many  factors  in  the  current  Medicaid  program  point  to  the  need 
for  reform.  Medicaid  continues  to  take  an  increasingly  large  bite 
out  of  the  Federal  and  State  budgets.  Despite  the  increases  in  out- 
lays, providers  are  concerned  about  comparatively  low  reimburse- 
ment rates.  The  differential  between  Medicaid  and  private  pay 
rates  is  so  drastic  in  some  areas  that  Medicaid  beneficiaries  have 
difficulty  finding  providers  who  will  accept  Medicaid  payment.  And 
from  the  perspective  of  the  elderly,  the  treatment  of  long-term  care 
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coverage  provides  another  reason  for  reform.  Medicaid  has  become 
something  it  was  never  meant  to  be — a  primary  form  of  long-term 
care  insurance  for  many  elderly  people. 

(B)  FINANCING 

Growth  in  Medicaid  expenditures  has  been  dramatic.  After  a 
brief  slowdown  in  the  1980's,  growth  in  Medicaid  costs  resumed  a 
double-digit  pace  in  1988.  These  cost  increases  are  partly,  but  not 
all,  attributable  to  new  mandates.  In  fiscal  year  1991,  Medicaid 
spending  rose  27.8  percent,  one  and  one-half  times  the  rate  of  in- 
crease for  other  payers.  This  trend  is  continuing.  Estimated  final 
spending  figures  for  fiscal  year  1991. 

Medicaid  enrollment  is  also  growing.  In  fiscal  year  1989,  27.8 
million  people  were  enrolled  in  Medicaid.  The  projected  total  enroll- 
ment for  fiscal  year  1992  is  31.4  million.  These  increases  are  due 
to  new  mandates,  and  to  growth  in  certain  populations  automati- 
cally eligible  for  Medicaid. 

The  lengths  to  which  States  will  go  to  try  to  maximize  their  Fed- 
eral Medicaid  shares  are  indicative  of  how  severely  Medicaid  costs 
are  threatening  State  budgets.  Beginning  in  1986,  States  developed 
programs  to  use  funds  donated  by  health  care  providers  or  taxes 
paid  by  those  providers  to  draw  greater  Federal  matching  pay- 
ments. An  example  of  how  this  works  in  a  State  whose  matching 
percentage  is  60  percent  is  as  follows:  A  hospital  gives  the  State 
$40;  the  State  pays  the  hospital  $100  and  receives  $60  in  Federal 
matching  funds.  The  State's  share  is  $40,  or  zero  after  crediting  the 
hospital  donation.  Some  State  provider  tax  programs  work  in  a 
similar  way.  A  State  might  pay  a  hospital  $100  and  claim  from  the 
Health  Care  Financing  Administration  the  $60  Federal  matching 
payment,  then  tax  the  hospital  $40,  leaving  nc  net  State  expendi- 
ture from  general  funds. 

The  Administration  first  proposed  to  outlaw  these  financing 
mechanisms  in  1988,  contending  that  they  allowed  States  to  re- 
ceive Federal  funds  without  having  incurred  any  real  costs.  The 
States  responded  that  the  Federal  Government  had  no  authority  to 
scrutinize  State  revenue  sources  and  argued  that  donation  and  tax 
programs  were  essential  to  maintaining  Medicaid  services.  Con- 
gress repeatedly  delayed  the  Secretary's  authority  to  regulate  in 
this  area.  By  late  1991,  34  States  had  or  were  planning  some  form 
of  donation  program  or  provider-specific  tax.  The  Administration 
estimated  that  revenues  from  such  sources  would  total  $4.5  billion 
in  fiscal  year  1992,  or  9.2  percent  of  the  States'  share  of  Medicaid 
spending. 

Proponents  of  Medicaid  reform  also  argue  that  there  are  aspects 
of  the  Medicaid  program  which  drive  up  the  cost  of  care.  First, 
there  is  the  issue  of  the  size  of  the  Medicaid  rolls.  Social  service 
agencies  cite  many  instances  in  which  individuals  choose  not  to 
work  out  of  a  desire  to  keep  their  Medicaid  coverage.  Sometimes, 
these  agencies  argue,  staying  on  welfare  to  receive  Medicaid  can  be 
more  attractive  than  taking  a  job  with  low  wages  and  no  health  in- 
surance. 

There  are  also  access  problems  which  tend  to  drive  up  costs.  In 
areas  where  it  is  difficult  to  find  a  provider  who  accepts  Medicaid 
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payment  for  services,  beneficiaries  obtain  primary  care  from  high- 
cost  providers  such  as  hospital  emergency  rooms. 

Managed  care  has  been  explored  as  a  way  to  change  certain  pro- 
vider and  beneficiary  behaviors  which  may  have  contributed  to  ris- 
ing costs  in  the  traditional  fee-for-service  system.  In  at  least  some 
areas,  Medicaid  beneficiaries  receive  routine  health  services  in  hos- 
pital outpatient  departments  and  emergency  rooms,  at  greater  cost 
than  if  they  had  used  office-based  physician  services.  In  other 
areas,  "Medicaid  mills"  provide  perfunctory  care  to  large  numbers 
of  beneficiaries  to  generate  high  fee-for-service  revenues.  Some 
beneficiaries  engage  in  "doctor  shopping,"  visiting  multiple  provid- 
ers for  a  single  complaint.  The  providers  themselves,  paid  for  each 
service  they  perform,  may  have  an  incentive  to  maximize  their  own 
services  and  may  have  no  reason  to  control  the  referral  services 
they  offer. 

Another  compelling  reason  for  Medicaid  reform,  from  the  per- 
spective of  the  States  and  of  elderly  people  themselves,  is  the  area 
of  long-term  care  financing.  This  issue,  along  with  various  remedies 
proposed  in  health  care  reform  plans,  is  also  discussed  in  the  long- 
term  care  portion  of  this  chapter. 

(C)  NURSING  HOME  FINANCING 

One  major  problem  with  Medicaid  from  the  perspective  of  the  el- 
derly is  the  institutional  bias  of  the  program.  Two-thirds  of  Medic- 
aid spending  for  the  elderly,  or  $17.1  billion  of  $25.4  billion,  was 
for  nursing  home  care  in  1991.  Much  smaller  amounts  were  spent 
for  various  home  care  services — $2  billion,  or  8  percent  of  total 
spending  for  the  elderly,  in  fiscal  year  1991.  We  know  that  older 
people  prefer  to  remain  in  their  homes,  so  this  issue  is  of  great  con- 
cern. 

Medicaid's  spending  for  long-term  care  for  the  elderly  is  driven 
by  its  coverage  of  persons  who  need  nursing  home  care  and  who 
are  not  poor  by  cash  welfare  standards  but  who  qualify  under  so- 
called  "medically  needy"  options  that  States  may  use  for  covering 
persons  with  higher  levels  of  income.  Nursing  home  payments  for 
the  nonpoor  accounted  for  nearly  60percent  of  total  program  pay- 
ments for  all  elderly  beneficiaries.  This  spending  largely  explains 
the  fact  that  elderly  Medicaid  beneficiaries  over  the  years  have  ac- 
counted for  a  disproportionately  large  portion  of  Medicaid  pay- 
ments for  services.  In  fiscal  year  1991,  elderly  beneficiaries  rep- 
resented 12  percent  of  total  Medicaid  beneficiaries  and  their  share 
of  program  payments  amounted  to  33  percent  of  total  program  pay- 
ments. 

Another  problem  that  confronts  the  elderly  is  that  not  all  States 
have  medically  needy  provisions.  That  means  that  an  elderly  per- 
son can  be  judged  ineligible  for  Medicaid  even  if  their  nursing 
home  bills  are  higher  than  their  monthly  income  and  they  have  no 
savings. 

(D)  LEGISLATIVE  PROPOSALS 
(1)  Clinton  Plan 

The  President's  proposal  would  replace  the  acute  care  component 
of  Medicaid  with  a  system  of  subsidies  for  enrollment  of  low-income 
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persons  in  private  health  care  plans  through  the  regional  alliances. 
Current  classes  of  beneficiaries  not  receiving  AFDC  or  SSI  would 
cease  to  enroll  in  Medicaid.  Instead  they  would  participate  directly 
in  the  alliance;  some  might  receive  employer  coverage,  while  others 
would  enroll  as  individuals  and  receive  the  same  income-based  sub- 
sidies available  to  other  low-income  persons  not  currently  receiving 
Medicaid.  Most  would  presumably  qualify  for  a  full  Federal  sub- 
sidy. This  shift  would  produce  savings  for  the  States,  which  pay  an 
average  of  43  percent  of  Medicaid  costs.  Under  the  proposal,  States 
would  make  maintenance-of-effort  payments  to  the  alliances  equal 
to  their  previous  costs  for  furnishing  the  benefits  to  non welfare 
Medicaid  beneficiaries,  updated  for  inflation. 

AFDC  and  SSI  recipients  would  also  enroll  in  health  plans 
through  the  alliance,  but  would  retain  Medicaid  coverage.  Bene- 
ficiaries could  choose  any  plan  whose  premium  is  at  or  below  the 
wage-adjusted  premium  (WAP).  The  Federal  and  State  govern- 
ments would  issue  payments  to  the  alliance  on  their  behalf,  with 
the  Federal  and  State  shares  determined  under  the  current  Medic- 
aid formula.  Payments  to  the  alliance  would  be  based  on  95  percent 
of  current  per  capita  Medicaid  spending  for  AFDC/SSI  recipients, 
updated  using  the  same  rate-of-increase  factors  used  for  alliance 
premium  targets.  The  base  per  capita  amounts  would  be  reduced 
by  the  amount  of  Medicaid  payment  adjustments  now  issued  to  dis- 
proportionate share  hospitals  (DSHs),  those  serving  a  high  propor- 
tion of  low-income  patients.  The  proposal  assumes  that  these  pay- 
ments were  meant  to  help  hospitals  meet  the  costs  of  uninsured  pa- 
tients and  would  no  longer  be  necessary  under  the  universal  cov- 
erage system.  The  State  would  pay  an  additional  amount  to  the  al- 
liance if  necessary  to  ensure  sufficient  free  enrollment  slots  for  all 
AFDC/SSI  recipients. 

The  amounts  the  alliance  would  receive  for  each  AFDC/SSI  recip- 
ient would,  then,  be  unrelated  to  the  private  market  premiums 
charged  by  the  plans  in  which  the  recipients  enrolled;  the  Medicaid 
rate  might  be  higher  or  lower  than  the  private  one.  The  proposal 
includes  an  adjustment  system  to  ensure  that  plans  do  not  gain  or 
lose  depending  on  the  number  of  Medicaid  enrollees  they  accept. 
For  each  health  plan,  the  alliance  would  calculate  a  blended  pay- 
ment rate,  combining  the  plan's  private  rate  and  the  fixed  Medicaid 
rate.  The  blend  would  be  based  on  the  ratio  of  Medicaid  to  private 
enrollees  in  the  alliance  as  a  whole. 

Current  Medicaid  benefits  are  generally  at  least  as  generous  as 
those  in  the  proposed  comprehensive  benefit  package.  Most  States 
offer  optional  supplemental  benefits,  such  as  eyeglasses,  adult  den- 
tal care,  and  private  duty  nursing.  Children  participating  in  the 
Early  and  Periodic  Screening,  Diagnostic,  and  Treatment  program 
(EPSDT)  are  entitled  to  any  medical  service  required  to  treat  an 
illness  or  condition  identified  in  a  periodic  health  examination,  re- 
gardless of  whether  the  service  would  otherwise  be  covered  under 
the  State's  program.  Under  the  proposal,  States  would  continue  to 
provide  supplemental  benefits  to  AFDC  and  SSI  adults  (but  not  to 
other  classes  of  beneficiaries  no  longer  treated  as  receiving  Medic- 
aid), with  Federal  matching  funds  under  the  current  formula.  For 
children,  whether  or  not  on  welfare,  the  bill  would  establish  a  new 
Federal  program  providing  comprehensive  services  comparable  to 
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those  now  available  under  EPSDT.  Income  eligibility  standards 
would  be  those  currently  used  under  Medicaid  for  non-AFDC  chil- 
dren. The  program  would  be  State-operated,  but  entirely  federally 
funded.  However,  Federal  funding  would  be  subject  to  limits  based 
on  past  spending  for  the  covered  services. 

Medicaid  coverage  for  beneficiaries  over  age  65  would  not  be 
modified;  Medicaid  would  continue  to  serve  as  a  supplement  to 
Medicare  for  low-income  seniors.  Medicaid  coverage  ot  long-term 
care  would  also  continue,  with  some  modifications  described  in  the 
discussion  of  long-term  care. 

(2)  Treatment  Under  Other  Legislative  Proposals 

In  the  Michel/Lott  bill  (H.R.  3080/S.  491),  current  Medicaid  bene- 
ficiaries would  be  integrated  into  the  single-payer  plan  as  of  Janu- 
ary 1,  1995. 

TxIn,  the  Michel/Lott  bill  (H.R.  3080/S.  1533),  an  optional  State 
Health  Allowance  Program  (HAP)  would  be  provided  for.  State  pay- 
ments for  group  health  plan  premiums  could  be  included  under 
Medicaid  if  at  least  one  plan  was  paid  on  a  capitation  basis.  Fed- 
eral payment  would  be  restricted  to  payment  tor  acute  care  serv- 
ices. A  State  opting  to  establish  a  program  would  have  to  cover  all 
individuals  with  household  incomes  up  to  100  percent  of  the  Fed- 
eral Poverty  Level  (FPL)  or  a  lower  percentage  if  necessary  to  en- 
sure that  total  expenditures  did  not  exceed  what  would  have  been 
spent  without  the  expansion.  States  would  be  permitted  to  sub- 
sidize group  health  plan  premiums  for  individuals  with  household 
incomes  up  to  200  percent  of  FPL,  requiring  the  individuals  to  con- 
tribute on  a  sliding  scale  basis.  States  would  have  more  flexibility 
to  enroll  Medicaid  beneficiaries  in  managed  care  arrangements 

The  Cooper/Breaux  bill  (H.R.  3222/S.  1579)  would  repeal  Medic- 
aid as  of  January  1,  1995.  Under  a  new  Federal  program,  pre- 
miums for  acute  health  care  would  be  paid  for  individuals  in  house- 
holds with  incomes  up  to  100  percent  of  the  poverty  level  and  slid- 
ing scale  subsidies  would  help  individuals  with  incomes  up  to  200 
percent  of  poverty.  Cost  sharing  for  low-income  individuals  would 
be  nominal. 

States  would  gradually  assume  responsibility  for  Medicaid  long- 
term  care  services,  redirecting  current  Medicaid  acute  care  spend- 
ing to  nursing  facility  services,  intermediate  care  facility  services 
for  the  mentally  retarded,  home  health  care  services,  and  home  and 
community-based  services.  Between  1995  and  1998,  Federal  assist- 
ance would  be  available  to  States  that  meet  the  bill's  maintenance 
of  effort  requirements. 

Under  the  Stearns/Nickles  bill  (H.R.  3688/S.  1743),  Federal  Med- 
icaid payments  for  acute  care  would  be  capped  in  fiscal  year  1995 
at  20  percent  above  Federal  fiscal  year  1993  payments  for  similar 
services.  In  subsequent  years,  the  cap  would  be  2.5  percent  above 
increases  in  the  consumer  price  index.  States  could  apply  for  5-year 
renewable  waivers  of  any  Medicaid  requirements  in  order  to  estab- 
lish innovative  and  cost-effective  programs  for  acute  care  services 

Under  the  W.  Thomas/Chafee  bill  (H.R.  3704/S.  1770),  States 
would  have  the  option  of  providing  coverage  of  Medicaid  bene- 
ficiaries through  qualified  health  plans  instead  of  through  the 
State's  Medicaid  program.  For  a  Medicaid-eligible  individual  en- 
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rolled  in  a  qualified  health  plan,  the  State  would  pay  the  premiun 
and  cost-sharing  charges,  subject  to  the  premium  limit  for  non 
Medicaid  premium  subsidies.  Of  a  State's  estimated  Medicaid  pop 
ulation  receiving  benefits  under  AFDC  or  SSI,  15  percent  could  en! 
roll  in  health  plans  in  each  of  the  first  3  years,  and  10  percen 
more  in  each  succeeding  year.  Enrollment  limits  could  be  waive< 
by  the  Secretary. 

Federal  per  capita  payments  for  acute  care  Medicaid  service; 
would  be  subject  to  a  cap  based  on  fiscal  year  1994  Medicaid  ex 
penditures  excluding  disproportionate  share  hospital  (DSH)  pay 
ments.  The  cap  would  be  increased  annually  by  6  percent  for  eacl 
fiscal  year  1997-2000  and  by  5  percent  for  fiscal  year  2001  anc 
thereafter. 

The  Medicaid  requirement  for  payment  adjustments  to  DSH  hos 
pitals  would  be  repealed  as  would  that  portion  of  the  so-calle< 
Boren  amendment  that  pertains  to  hospital  payments.  The  optioi 
of  making  DSH  payments  would  be  phased  out  over  the  fiscal  yea 
1996  to  fiscal  year  2000  period. 

Also  under  this  plan,  States  would  be  given  more  flexibility  U 
contract  for  coordinated  care  services  under  Medicaid. 

3.  Medicare 
(a)  need  for  reform 

The  Medicare  program  is  integral  to  the  health  care  reform  de 
bate  because  it  provides  coverage  to  more  than  a  seventh  of  th< 
country's  population  and  funds  over  a  sixth  of  all  health  spending 
About  99  percent  of  the  elderly  population  has  health  insurance;  9( 
percent  of  the  elderly  are  covered  by  Medicare.  Also,  Medicare  pay 
ment  and  coverage  policies  affect  the  delivery  and  financing  o 
health  care  for  Americans  of  all  ages. 

Since  the  1980's,  Medicare  payment  policy  has  been  character 
ized  by  substantial  constraints  on  payment  rates.  Althougl 
changes  in  policy  have  resulted  in  slowing  the  growth  of  the  Medi 
care  program,  some  feel  that  the  rate  of  growth  in  the  program  i 
not  sustainable  in  the  face  of  an  increasingly  high  Federal  budge 
deficit.  Also,  a  side  effect  of  the  changes  in  Medicare  payment  pol 
icy  has  been  a  widening  gap  between  Medicare's  rates  and  thos< 
of  private  payers. 

While  Medicare  financing  questions  are  major  ones,  it  is  no 
clear  how  much  they  will  dictate  the  direction  the  program  take; 
in  the  future.  Increasingly,  concerns  are  voiced  about  the  amoun 
of  out-of-pocket  cost  the  elderly  incur  for  routine  medical  care  an< 
the  personal  resources  drained  from  them  by  costs  not  covered  b; 
Medicare.  Calls  for  expansion  of  Medicare  benefits  are  numerous 
most  frequently  for  coverage  of  outpatient  prescription  drugs  an< 
preventive  health  care  benefits. 

On  the  other  hand,  rapidly  escalating  health  costs  also  may  re 
fleet  a  system  out  of  control  and  needing  constraint.  Third-party  re 
imbursements  through  private  health  insurance  and  governmen 
programs  such  as  Medicare,  perhaps  coupled  with  a  tendency  oi 
the  part  of  the  public  not  to  shop  for  health  care  on  the  basis  o 
price,  may  have  stifled  the  competitive  pressures  that  would  other 
wise  exist  in  a  rational  marketplace. 
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Some  health-financing  experts  contend  that  new  modes  of  financ- 
ing, management,  and  delivery  of  care,  such  as  health  maintenance 
organizations  (HMOs)  or  preferred  provider  organizations  (PPOs), 
offer  promising  means  of  slowing  Medicare  costs.  The  belief  is  that 
these  entities  "manage"  care  (in  contrast  to  simply  paying  claims), 
because  they  accept  some  financial  risk  for  the  cost  of  services  pro-' 
vided.  Although  Medicare's  involvement  with  these  entities  has 
grown,  some  content  that  much  more  can  be  done  to  expand  the 
proportion  of  the  Medicare  population  served  by  them. 

Most  health  reform  proposals  currently  being  considered  by  Con- 
gress contain  policies  that  would  result  in  substantial  reductions  in 
Medicare  spending.  For  example,  the  Health  Security  Act  contains 
proposals  that  yield  $124  billion  in  savings  from  the  Medicare  pro- 
gram between  fiscal  years  1996  and  2000.  Many  health  reform  ad- 
vocates view  Medicare  savings  as  a  way  to  fund  health  reform. 
Some  would  like  to  tie  these  savings  to  increases  in  benefits  for 
older  Americans  while  others  view  the  money  as  a  way  to  provide 
subsidies  for  low-income  workers.  However,  some  deficit  hawks 
such  as  Representative  Tim  Penny  (D-MN)  and  Representative 
John  Kasich  (R-OH)  have  offered  controversial  proposals  to  trim 
Medicare  to  help  reduce  the  budget  deficit.  Health  care  advocates 
say  the  enactment  of  such  proposals  will  make  it  extremely  difficult 
to  finance  health  care  reform. 

/ 
(B)  LEGISLATIVE  APPROACHES 

(1)  The  Clinton  Plan 

Under  the  President's  proposal,  Medicare  would  largely  remain 
a  separate  program.  New  Medicare  benefits  proposed  by  the  Presi- 
dent include  coverage  for  outpatient  prescription  drugs  beginning 
in  1996.  The  new  prescription  drug  benefit  would  be  financed  by 
an  increase  in  the  Part  B  premium  to  cover  25  percent  of  its  costs, 
with  the  remainder  financed  by  general  revenues.  Another  benefit 
included  to  beneficiaries  is  elimination  of  balance  billing. 

Although  current  Medicare  beneficiaries  would  continue  to  be 
covered  through  the  Medicare  program,  persons  enrolled  in  a 
health  plan  before  qualifying  for  Medicare  could,  upon  turning  65, 
choose  to  remain  in  their  health  plan  rather  than  enrolling  in  the 
Medicare  program.  Medicare  would  then  pay  the  plan  95  percent 
Df  what  it  would  have  spent  for  a  comparable  individual  choosing 
regular  Medicare  coverage.  The  individual  would  then  be  respon- 
sible for  the  difference  between  the  Medicare  payment  and  the 
plan's  premium. 

States  with  regional  alliance  systems  could  apply  to  the  Sec- 
retary to  include  all  (or  a  portion  of)  Medicare  beneficiaries  in  the 
alliances  where  they  would  choose  among  participating  health 
plans.  States  would  have  to  ensure  that  a  fee-for-service  plan  was 
available  that  provided  the  equivalent  of  Medicare  benefits  at  no 
greater  cost  to  beneficiaries  than  under  the  regular  Medicare  pro- 
gram. States  choosing  to  establish  a  single-payer  system  could  also 
include  Medicare  beneficiaries  in  their  system. 

Also  under  the  Administration's  plan,  Medicare  HMO  law  would 
De  amended  to  encourage  greater  enrollment  in  HMOs  and  other 
n.anaged  care  arrangements.  Medicare  could  also  enter  into  con- 
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tracts  with  point-of-service  networks,  under  which  enrollees  choos- 
ing to  use  networks  would  pay  lower  cost-sharing. 

The  bill  would  reduce  Medicare  payments  to  providers  and  estab- 
lish new  coinsurance  requirements  for  home  health  and  laboratory 
services.  Part  B  premiums  would  be  increased  for  individuals  with 
incomes  greater  than  $90,000  and  couples  with  incomes  greater 
than  $115,000. 

(2)  Treatment  Under  Other  Legislative  Proposals 

Under  the  McDermott/Wellstone  single  payer  proposal  (H.R. 
1200/S.  491),  Medicare  beneficiaries  would  be  integrated  into  the 
national  health  care  system.  Medicare  deductibles  and  copayments 
would  be  eliminated,  and  for  those  elderly  with  incomes  of  over  120 
percent  of  the  poverty  rate,  Part  B  premiums  would  increase  an  ad- 
ditional $25  per  month.  Under  this  proposal,  there  would  be  no 
cost-sharing.  Medicare  beneficiaries  would  become  entitled  to  the 
comprehensive  benefits  specified  in  the  plan. 

Under  the  Cooper-Breaux  proposal  H.R.  3222/S.  1579,  the  Medi- 
care program  would  remain  a  separate  program.  Current  cost-shar- 
ing would  remain  the  same.  Additional  Medicare  benefits  proposed 
include  mammography  screening,  immunizations,  and  colerectal 
screening.  To  cover  these  new  preventive  benefits,  Part  B  pre- 
miums would  be  increased  by  $1.40  per  month.  Prescription  drug 
coverage  is  not  included  in  this  proposal. 

The  Cooper-Breaux  bill  includes  specific  proposals  to  reduce  Med- 
icare payments  to  providers  and  to  increase  Part  B  premiums  for 
individuals  with  incomes  greater  than  $75,000  and  couples  with  in- 
comes greater  than  $100,000. 

Under  the  W.  Thomas/Chafee  bill  (H.R.  3704/S.  1770),  Medicare 
beneficiaries  can  remain  in  the  Medicare  program  or  enroll  in  a 
qualified  health  plan  with  the  under-65  population.  The  Secretary 
of  Health  and  Human  Services  would  be  required  to  submit  a  pro- 
posal to  Congress  to  integrate  Medicare  beneficiaries  into  qualified 
health  plans.  Current  Medicare  cost-sharing  would  remain  the 
same,  and  providers  would  be  able  to  balance  bill.  Prescription 
drugs  would  not  be  a  Medicare  benefit,  however  if  beneficiaries 
choose  to  enroll  in  qualified  health  plans,  they  would  receive  the 
same  benefits  as  the  under  65  population  which  includes  prescrip- 
tion drug  coverage.  Medicare  HMO  law  would  be  amended  to  en- 
courage greater  enrollment  in  HMOs  and  other  managed  care  ar- 
rangements. All  Medicare  enrollees  would  be  permitted  to  enroll  in 
plans  that  provide  benefits  through  provider  networks  with  lower 
cost  sharing. 

The  Chafee  bill  includes  proposals  to  reduce  Medicare  payments 
to  providers  and  to  establish  new  coinsurance  requirements  for 
home  health  and  laboratory  services.  It  would  also  increase  Part  B 
premiums  for  individuals  with  incomes  greater  than  $90,000  and 
couples  with  incomes  greater  than  $115,000. 

4.  Prescription  Drugs 

(a)  need  for  reform 

Except  in  limited  circumstances,  the  Medicare  program  does  not 
cover  the  cost  of  outpatient  prescription  drugs.  The  lack  of  out- 
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patient  prescription  drug  coverage  is  one  of  the  most  glaring  omis- 
sions in  Medicare  coverage  since  the  development  of  the  program 
in  1965.  This  lack  of  drug  coverage,  combined  with  the  rapidly  in- 
creasing prices  for  prescription  medications  over  the  last  12  years 
has  made  prescription  drug  costs  the  highest  out-of-pocket  medical 
cost  for  millions  of  older  Americans.  For  some  individuals,  drug 
costs  are  so  high  relative  to  their  incomes  that  they  must' make 
choices  between  buying  food  and  paying  for  their  medications  A  re- 
cent report  found  that  13  percent  of  all  older  Americans  have  to 
choose  between  buying  food  and  buying  medications.1 

The  most  recent  data  from  the  Congressional  Office  of  Tech- 
nology Assessment  (OTA)  highlight  the  problem  that  older  Ameri- 
cans face  in  obtaining  their  prescription  drugs.  In  1987,  about  64 
percent  of  all  older  Americans'  outpatient  prescription  drug  costs 
were  paid  out-of-pocket,  while  only  36  percent  of  these  costs  were 
paid  for  by  private  insurance  plans.  (Chart  1)  While  private  and 
public  health  insurance  programs  together  provided  at  least  some 
outpatient  drug  coverage  for  73  to  77  percent  of  the 
noninstitutionalized  under-65  population  in  1987,  only  43  to  46 
percent  of  older  Americans  received  such  coverage.  Although  people 
65  and  over  made  up  12  percent  of  the  U.S.  population  in  1987, 
they  were  responsible  for  34  percent  of  the  country's  total  expendi- 
tures on  prescription  drugs.2 


n^S11^^  Buft'  Hun&er  Among  the  Elderly:  Local  and  National  Comparisons  (Washington 
U.C.,  The  Urban  Institute,  1993). 

2  Congressional  Office  of  Technology  Assessment,  Pharmaceutical  R&D:  Costs,  Risks,  and  Re- 
wards. Washington,  DC,  Feb.  1993. 
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Medicaid,  the  Federal-State  program  for  indigent  individuals, 
covers  outpatient  prescription  drugs  for  older  Americans  who  are 
very  poor.  However,  there  are  many  older  Americans  who  do  not 
qualify  for  Medicaid,  but  lack  the  discretionary  income  to  purchase 
their  prescription  drugs  outright,  or  to  buy  supplemental  insurance 
policies  to  cover  the  cost  of  prescription  drugs.  Data  indicate  that 
these  individuals  have  high  prescription  drug  costs  as  a  proportion 
of  their  limited  incomes. 
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Medicare  beneficiaries  can  purchase  supplemental  prescription 
drug  coverage  as  part  of  standardized  Medigap  insurance  plans 
Inese  Medigap  supplemental  insurance  policies  provide  coverage 
for  services  not  covered  by  Medicare,  and  help  to  pay  for  Medicare 
deductibles  and  copayments  for  those  services  that  are  covered  by 
Medicare.  Of  the  10  standard  Medigap  policies,  3  offer  prescription 
drug  coverage.  However,  the  prescription  drug  coverage  under 
these  Medigap  plans  is  expensive  and  does  not  provide  extensive 
coverage. 
The  basic  Medigap  drug  benefit— offered  in  2  of  the  10  plans— 
*S,ao?250  deductlble>  50-percent  coinsurance  per  prescription,  and 
a  $1,250  annual  maximum  benefit.  The  third  plan  has  the  same  de- 
ductible and  coinsurance  as  the  other  two  plans,  but  the  annual 
maximum  benefit  is  $3,000.  This  additional  Medigap  prescription 
drug  insurance  coverage  costs,  on  average,  an  additional  $30  per 
month  for  Medicare  beneficiaries  who  purchase  prescription  drug 
coverage  as  part  of  a  Medigap  policy.3 

(B)  LEGISLATIVE  APPROACHES 

During  1993,  several  major  health  care  reform  plans  were  intro- 
duced into  Congress.  Detailed  in  Table  1,  and  further  described 
below  are  how  each  of  the  plans  address  the  important  issue  of  ex- 
panding access  to  prescription  drugs  for  older  Americans. 

(1)  The  Clinton  Plan 

The  President's  health  care  reform  plan  provides  several  options 
for  older  Americans  and  Medicare  beneficiaries  to  improve  their 
ability  to  obtain  prescription  medications. 

Under  the  President's  plan,  current  Medicare  beneficiaries  would 
continue  to  be  covered  through  the  existing  system,  although  the 
plan  includes  several  steps  intended  to  encourage  greater  voluntary 
enrollment  in  HMOs  and  other  managed  care  arrangements  Medi- 
care beneficiaries  could  opt  out  of  the  current  Medicare  plan  and 
receive  all  of  their  medical  care  through  a  managed  care  plan  For 
example,  persons  enrolled  in  a  health  plan  before  qualifying  for 
Medicare  could,  upon  turning  65,  choose  to  remain  in  the  plan  and 
continue  to  receive  its  comprehensive  benefits  (which  can  be  more 
extensive  than  Medicare's).  Medicare  would  pay  the  plan  95  per- 
cent of  what  it  would  have  spent  for  a  comparable  individual  choos- 
ing regular  Medicare  coverage.  These  health  plans  would  be  re- 
quired to  offer  enrollees  a  range  of  medical  and  health  benefits  in- 
cluding outpatient  prescription  drug  coverage,  as  part  of  the  stand- 
ard benefits  package. 

Those  Medicare  beneficiaries  who  decide  to  receive  all  of  the 
medical  services  through  a  managed  care  plan  would  be  covered  for 
outpatient  prescription  drugs.  Under  the  President's  proposed 
standard  benefits  package,  the  enrollee  would  pay  a  $5  copayment 
per  prescription  up  to  an  annual  out-of-pocket  limit  for  all  medical 
services  of  $1,500  per  individual  and  $3,000  per  family  These 
amounts  would  be  reduced  for  recipients  of  AFDC  or  SSI. 

«f  tV^  ^n™  ****£*  900?eiativl'  News  Please.  "Older  Consumers  Can  Save  an  Average 
July  27,1^92^ y  ^  a  Standardized  Medigap  Policies"  (Washington,  D.C.:  UsBE 
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For  those  individuals  who  choose  to  continue  to  receive  their 
medical  services  under  the  Medicare  plan,  the  President's  plan  es- 
tablishes a  separate  Medicare  outpatient  prescription  drug  benefit. 
Medicare  Part  B  would  be  expanded  to  cover  outpatient  prescrip- 
tion drugs  beginning  in  1996.  The  benefit  would  have  a  $250  an- 
nual deductible  and  require  20  percent  coinsurance,  up  to  an  an- 
nual out-of-pocket  limit  of  $1,000;  low-income  beneficiaries  would 
receive  assistance  with  cost-sharing. 

Both  the  annual  deductible  and  the  out-of-pocket  limit  would  be 
indexed  to  ensure  that  the  same  proportion  of  Medicare  bene- 
ficiaries received  the  benefit  each  year.  Early  estimates  from  the 
Clinton  Administration  indicated  that  about  58  percent  of  Medicare 
beneficiaries  would  exceed  the  deductible  each  year,  and  about  2 
percent  would  exceed  the  annual  out-of-pocket  cap.4  All  Medicare 
beneficiaries  who  opt  to  take  Medicare  Part  B  coverage  will  auto- 
matically receive  the  outpatient  prescription  drug  benefit. 

Twenty-five  percent  of  the  cost  of  Part  B  drug  benefit  would  be 
covered  through  beneficiary  premium  payments,  with  the  rest  paid 
from  Federal  general  revenues.  Preliminary  estimates  are  that  the 
addition  of  this  Medicare  drug  benefit  would  add  $10  to  $12  to  the 
monthly  premiums  paid  by  Medicare  beneficiaries. 

The  President's  proposed  Part  B  drug  benefit  contains  specific 
mechanisms  to  control  the  costs  of  prescription  medications  for  the 
Medicare  program.  Under  the  plan,  Medicare  would  receive  rebates 
from  manufacturers  (except  for  generic  drugs)  equal  to  the  greater 
of  (a)  the  difference  between  average  wholesale  and  retail  prices, 
or  (b)  17  percent  of  the  average  manufacturer's  price  of  the  drug. 
In  addition,  the  Secretary  of  HHS  could  negotiate  the  prices  of  new 
drugs  with  their  manufacturers,  or  could  exclude  them  from  cov- 
erage. There  would  be  strong  incentives  in  the  President's  plan  to 
use  lower-cost  generic  pharmaceuticals  in  the  Medicare  program. 

The  President's  plan  seeks  to  take  advantage  of  the  fact  that 
Medicare  would  become  the  single  largest  purchaser  of  prescription 
drugs  in  the  United  States.  In  order  to  control  program  expendi- 
tures, the  Medicare  program  would  have  the  same  cost  contain- 
ment tools  that  other  large  prescription  drug  purchasers  and  pay- 
ers already  have.  Almost  every  outpatient  third-party  prescription 
drug  program  and  large  volume  drug  purchaser  receives  rebates 
and  negotiates  discounts  with  drug  manufacturers  both  for  drugs 
that  are  currently  on  the  market  and  new  drugs. 

Without  these  cost  containment  mechanisms,  the  cost  of  the 
Medicare  drug  program  would  be  significantly  higher  for  Medicare 
beneficiaries  and  the  Federal  Government.  In  fact,  according  to  a 
December  1993  Lewin  VHI  study,  the  cost  of  the  Medicare  drug 
program  would  be  15.5  percent  higher  without  the  manufacturers' 
rebates,  $59.3  billion  versus  $68.5  billion  (Chart  2). 


"Health  Care  Financing  Administration,  Office  of  the  Actuary,  December  1993. 
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Other  Federal  health  care  programs  are  under  the  similar  phar- 
naceutical  cost  containment  mechanisms.  In  1990,  Congress  en- 
icted  a  rebate  program  to  contain  overall  pharmaceutical  costs  in 
;he  Medicaid  prescription  drug  program.  In  1992,  Congress  enacted 
egislation  that  contains  pharmaceutical  costs  under  the  Veterans 
Administration,  the  Department  of  Defense,  and  Public  Health 
Service  (PHS)  health  care  programs.  Since  the  beginning  of  1993, 
he  Federal  Employees  Health  Benefits  Prescription  Drug  Program 


238 


(FEHBP)  has  been  receiving  rebates  ranging  from  9  percent  to  30 
percent  from  drug  manufacturers  for  using  their  products  under 
the  FEHBP  program.  The  President's  Medicare  proposal  would 
therefore  provide  pharmaceutical  cost  attainment  for  all  Federal 
health  care  programs. 

Data  provided  by  the  Administration  at  the  end  of  1993  esti- 
mated that  the  drug  manufacturing  industry  would  benefit  signifi- 
cantly in  terms  of  new  revenue  from  the  establishment  of  a  Medi- 
care outpatient  prescription  drug  benefit.  According  to  HCFA  actu- 
aries, the  net  increase  (net  of  rebates)  to  all  drug  manufacturers 
as  a  result  of  the  Medicare  outpatient  prescription  drug  benefit 
alone  is  estimated  to  range  from  $3.9  billion  in  1996  to  $5.7  billion 
in  the  year  2000. 

The  net  impact  on  brand  new  manufacturers  is  projected  to 
range  from  $2.6  billion  in  1996  to  $4  billion  in  2000.  The  net  im- 
pact on  generic  drug  manufacturers  is  projected  to  range  from  $1.3 
billion  in  1996  to  $1.8  billion  in  the  year  2000. 

The  President's  proposed  Medicare  outpatient  prescription  drug 
benefit  would  help  assure  that  medication  outcomes  in  older  Ameri- 
cans are  improved  by  providing  for  a  comprehensive  program  of 
Drug  Use  Review  (DUR).  This  DUR  program,  modeled  after  the 
program  developed  for  Medicaid  recipients  under  OBRA  90,  would 
include  a  program  of  prospective  and  retrospective  drug  review, 
and  educational  interventions  for  health  care  providers  designed  to 
improve  prescribing  and  dispensing  of  prescription  drugs. 

Older  Americans  are  most  at  risk  for  adverse  reactions  and  prob- 
lems relating  to  prescription  drugs  because  they  often  take  more 
than  one  prescription  medication  at  a  time.  Under  this  prospective 
DUR  program  the  pharmacist  will  be  asked  to  ascertain  that  the 
prescriptions  for  a  Medicare  beneficiary  are  appropriate,  and  will 
not  result  in  adverse  reactions  or  drug  interactions.  The  phar- 
macist will  also  be  asked  to  counsel  their  Medicare  beneficiary  on 
the  proper  use  of  their  medication(s)  so  that  the  intended  medical 
outcomes  are  achieved.  Information  such  as  when  to  take  the  medi- 
cation, foods  to  avoid,  and  potential  adverse  reactions  that  may 
occur  will  be  discussed  by  the  pharmacist  with  the  Medicare  bene- 
ficiary. 

Under  the  retrospective  DUR  program,  data  received  from  the 
prescription  data  system  will  be  analyzed  by  the  Medicare  program 
to  identify  patterns  of  inappropriate  use  of  prescription  drugs  by 
Medicare  beneficiaries.  Physicians  and  pharmacists  will  be  alerted 
by  Medicare  to  any  potential  drug  use  problems  with  the  patient. 
Medicare  will  also  establish  programs  to  educate  health  profes- 
sionals about  particular  problems  identified  in  drug  use  among  the 
Medicare  population,  and  provide  updates  about  new  drugs  used  to 
treat  medical  conditions  affecting  older  Americans. 

In  November,  Chairman  Pryor  and  Senator  Cohen  held  a  hearing 
in  the  Committee  to  explore  the  ability  of  market  forces  and  price 
competition  among  drug  manufacturers  to  hold  down  drug  prices. 
The  President's  health  care  reform  plan  relied  almost  exclusively 
upon  market  forces  to  assure  that  drugs  were  priced  reasonably.  In 
cases  where  the  market  does  not  work  sufficiently — such  as  in  the 
pricing  of  breakthrough  drugs — the  plan  proposed  an  alternative 
mechanism,  such  as  an  Advisory  Council  on  Breakthrough  Drugs. 
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The  Advisory  Council  on  Breakthrough  Drugs  would  examine  the 
reasonableness  of  launch  prices  of  new  pharmaceuticals  and 
biologicals  that  represent  significant  therapeutic  advances  over 
drugs  already  on  the  market.  These  drugs  are  generally  known  as 
"breakthrough"  drugs.  The  Council  is  charged  with  "reviewing^  the 
prices  of  only  those  new  drugs  that  evidence  suggests  are  priced 
"excessively. "  The  Council  would  have  no  authority  to  set  or  control 
any  new  drug's  price,  but  would  only  provide  information  to  all 
purchasers  about  whether  the  manufacturer  is  charging  an  "exces- 
sive" price. 

Recognizing  the  need  to  continue  to  provide  strong  incentives  for 
research  and  development  of  new  drugs,  the  President's  proposal 
opts  for  the  mildest  form  of  pricing  restraint  on  new  drugs,  by  sim- 
ply "reviewing"  the  price  of  the  new  drug.  Generally,  new  drugs 
that  are  advances  or  breakthroughs  in  treatment  have  little  or  no 
competition  in  the  market  for  several  years.  As  a  result,  "market 
competition"  cannot  truly  work  for  these  drugs.  This  fact,  combined 
with  the  fact  that  these  new  drugs  will  have  to  be  covered  by 
health  care  plans,  means  that  manufacturers  can  essentially 
charge  what  the  market  will  bear  for  these  new  medications.  The 
President's  proposal  recognizes  this  fact,  and  establishes  a  mecha- 
nism to  simply  provide  for  a  "review"  of  certain  new  drug  prices  to 
assure  consumers  and  pharmaceutical  purchasers  that  they  are 
reasonable. 

New  drug  prices  are  also  important  to  consumers  because  they 
will  still  pay  a  percentage  of  the  costs  under  some  plans.  Finally, 
new  drug  prices  are  important  to  health  care  plans.  The  prices  that 
have  been  charged  by  drug  manufacturers  for  new  drugs  in  the  re- 
cent past  have  been  and  will  continue  to  be  potentially  financially 
devastating  for  plans  of  all  sizes — small  and  large — trying  to  man- 
age their  budgets  and  provide  the  highest  quality  care  in  the  most 
cost-effective  way.  Plans  will  have  little  bargaining  power  or  lever- 
age over  manufacturers'  charges  for  these  new  drugs,  especially 
those  drugs  that  have  no  close  therapeutic  competitors  on  the  mar- 
ket. 

The  Council  would  also  be  charged  with  reviewing  the  prices  of 
breakthrough  medications  that  were  developed  with  Federal  Gov- 
ernment support.  Many  new  drugs  are  developed  with  direct  help 
from  the  NIH  or  indirect  help  from  the  Federal  Government's  ex- 
tensive Extramural  Grants  Program.  However,  there  is  some  con- 
cern that  the  prices  of  these  taxpayer-developed  drugs  do  not  re- 
flect the  investment  already  made  by  the  Federal  Government  in 
their  research  and  development. 

The  President's  plan  contains  a  proposal  that  would  minimize 
cost  shifting  in  the  pharmaceutical  marketplace.  It  would  require 
that  all  pharmaceutical  purchasers  who  purchase  in  volume — such 
as  retail  community  pharmacy  and  institutional  pharmaceutical 
buying  groups — have  equal  access  to  any  price  discounts  or  price 
concessions  that  manufacturers  offer  in  the  marketplace.  Drug 
manufacturers  have  traditionally  negotiated  lower  pharmaceutical 
prices  with  buyers  because  of  the  "class  of  trade"  to  which  the 
buyer  belonged,  rather  than  the  amount  of  drugs  they  purchased. 
As  a  result,  a  significant  amount  of  cost  shifting  has  occurred  in 
the  marketplace. 


240 

Community  pharmacy  buying  groups  have  paid  much  higher 
prices  for  drugs,  even  though  they  can  purchase  volume  that  is 
equal  to  or  greater  than  buying  groups  that  buy  for  hospitals  and 
HMOs.  As  a  result,  older  Americans  and  others  who  purchase  pre- 
scription medications  from  local  community  pharmacies  have  es- 
sentially paid  higher  prices  as  a  result  of  manufacturer  cost  shift- 
ing to  the  retail  pharmacy  sector.  Under  this  proposal,  manufactur- 
ers could  no  longer  provide  preferential  pricing  or  discounts  based 
solely  on  the  "class  of  trade  or  purchaser"  to  which  the  buyer  be- 
longed. All  purchasers  would  have  to  be  offered  price  or  discount 
concessions  on  the  same  terms  and  conditions. 

(2)  Treatment  Under  Other  Legislative  Proposals 

Other  than  the  Administration's  Health  Care  Security  Act,  most 
of  the  other  comprehensive  health  care  reform  bills  that  were  intro- 
duced during  the  first  session  of  the  103rd  Congress  do  not  provide 
for  the  establishment  of  a  specific  Medicare  outpatient  prescription 
drug  benefit.  Some  of  the  other  plans,  however,  provide  outpatient 
prescription  drug  coverage  in  the  standard  health  benefits  package 
provided  to  the  under-65  population  through  managed  care  plans. 
If  a  Medicare  beneficiary  enrolled  in  one  of  these  managed  care 
plans,  then  they  would  also  have  outpatient  prescription  drug  cov- 
erage. 

The  omission  of  a  separate  Medicare  outpatient  prescription  drug 
benefit  from  these  plans,  therefore,  could  realistically  serve  as  an 
incentive  for  Medicare  beneficiaries  to  move  to  managed  care  plans, 
which  generally  do  cover  outpatient  prescription  drugs.  There  are 
concerns,  however,  that  this  approach  does  not  give  the  Medicare 
beneficiary  a  choice  of  receiving  outpatient  prescription  drugs 
through  the  current  fee-for-service  plan  if  they  wanted  to  do  so.  De- 
scribed below  are  the  pharmaceutical  coverage  provisions  for  older 
Americans  in  the  other  health  care  reform  bills. 

Under  the  McDermott/Wellstone  single-payer  bill  (H.R.  1200/S. 
491),  the  current  fee-for-service  Medicare  program  would  be  abol- 
ished. However,  all  health  care  services  currently  provided  to  Medi- 
care beneficiaries  under  the  fee-for-service  program  would  continue 
to  be  provided  by  the  new  national  single-payer  health  plan.  Out- 
patient prescription  drugs  would  be  covered  for  all  Americans 
under  this  plan,  including  Medicare  beneficiaries.  Therefore,  Medi- 
care beneficiaries  would  gain  outpatient  prescription  drug  coverage 
under  this  proposal. 

The  Cooper/Breaux  managed  competition  bill  (H.R.  3222/S.  1579) 
would  not  establish  a  separate  drug  benefit  for  Medicare  bene- 
ficiaries under  the  fee-for-service  program.  However,  prescription 
drugs  could  be  provided  to  Medicare  beneficiaries  if  they  enrolled 
in  a  managed  health  care  plan  that  is  a  federally  qualified  HMO, 
should  the  federally  developed  standard  benefits  package  include 
outpatient  prescription  drugs. 

If  the  federally  developed  standard  benefits  package  does  not  in- 
clude outpatient  prescription  drugs,  then  Medicare  beneficiaries 
could  still  obtain  prescription  drug  coverage  from  managed  care 
plans  if  it  were  being  offered  as  a  supplemental  benefit.  However, 
they  would  have  to  bear  the  total  cost  of  this  supplemental  benefit. 
Medicare  would  not  pay  for  the  costs  of  the  supplemental  prescrip- 
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tion  drug  insurance  coverage.  Under  this  plan,  very  low-income  in- 
dividuals would  have  outpatient  prescription  drug  coverage 

The  W.  Thomas/Chafee  bill  (H.R.  1770/S.  3704)  would  not  estab- 
lish a  separate  drug  benefit  for  Medicare  beneficiaries  under  the 
fee-for-service  program.  Over  time,  all  Medicare  beneficiaries  would 
be  phased  into  managed  care  plans  and  obtain  prescription  drugs 
from  these  plans.  That  is  because,  under  the  HEART  plan,  all  man- 
aged care  plans  would  have  to  cover  outpatient  prescription  drugs. 
During  the  transition  to  the  new  health  care  system,  Medicare 
beneficiaries  would  be  able  to  enroll  in  a  managed  care  plan  to  ob- 
tain their  prescription  drugs.  Those  who  opted  to  remain  in  the 
Medicare  fee-for-service  program  would  not  have  prescription  drug 
coverage,  but  could  obtain  prescription  drug  coverage  if  they  en- 
rolled in  a  health  plan  that  had  a  Medicare  risk  contract 

The  Michel/Lott  bill  (H.R.  3080/S.  1533)  does  not  include  pre- 
scription drug  coverage  in  the  standard  benefits  package  that  is 
proposed.  In  addition,  this  plan  does  not  address  the  issue  of  out- 
patient prescription  drug  coverage  for  Medicare  beneficiaries 

The  Santorum/Gramm  bill  (H.R.  3918/S.  1807)  does  not  establish 
a  standard  health  benefits  package.  The  option  to  include  or  not  in- 
clude prescription  drug  coverage  is  made  by  the  purchaser  and  the 
health  care  plan.  Medicare  beneficiaries  may  buy  private  insurance 
with  a  federally  funded  voucher  equal  to  the  expected  annual  costs 
under  Medicare.  Therefore,  it  is  possible  that,  under  this  plan, 
Medicare  beneficiaries  could  tailor  their  own  health  care  package 
to  include  outpatient  prescription  drug  coverage. 

The  Stearns/Nickles  bill  (H.R.  3698/S.  1743)  does  not  include  pre- 
scription drug  coverage  in  the  standard  benefits  package.  In  addi- 
tion, this  plan  does  not  address  the  issue  of  outpatient  prescription 
drug  coverage  for  Medicare  beneficiaries. 

/       5.  Retiree  Health  Under  Health  Care  Reform 

(A)  NEED  FOR  REFORM 

Retirees,  like  many  others  under  the  current  health  care  system, 
have  experienced  significant  problems  related  to  the  purchase  of 
health  insurance  coverage.  The  issues  of  cost  of  coverage  and  ac- 
cess to  coverage  have  been  a  concern  to  those  who  are  Medicare- 
eligible  at  the  time  of  retirement,  and  of  particular  concern  to  early 
retirees. 

Under  the  current  system,  access  to  health  insurance,  and  access 
to  reasonably  priced  coverage  through  participation  in  group  plans, 
is  tied  to  employment.  For  early  retirees,  workers  who  retire  before 
the  age  of  65  and  wiD  not  immediately  qualify  for  Medicare,  cov- 
erage provided  through  a  former  employer  has  been  of  particular 
value.  This  is  due  to  the  fact  that  the  cost  of  purchasing  private, 
individual  policies  is  high,  and  access  to  coverage  may  be  limited 
by  pre-existing  conditions.  Cost  and  access  concerns  apply  as  well 
to  Medicare-eligible  retirees.  The  cost  of  supplemental  and  long- 
term  care  policies  is  beyond  the  means  of  many  retirees.  For  those 
with  pre-existing  conditions,  policies  of  this  kind  may  also  be  dif- 
ficult, if  not  impossible,  to  obtain.  For  these  reasons,  the  oppor- 
tunity for  continued  participation  in  an  employer's  group  plan  after 
retirement  has  been  of  significant  value  to  most  retired  workers. 
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A  recent  study  by  GAO  found  that  only  about  105,000  companies, 
or  4  percent  of  the  total,  extended  health  insurance  coverage  to 
their  retired  workers  beyond  the  period  required  by  the  Consoli- 
dated Omnibus  Budget  Reconciliation  Act  (COBRA)  of  1985.  Under 
COBRA  (P.L.  99-272),  employers  are  required  to  allow  retiring  and 
other  former  workers  to  continue  to  participate  in  the  company's 
group  health  plan  for  a  limited  period  of  time,  usually  18  months, 
at  the  former  worker's  expense.  GAO  also  reported  that  the  avail- 
ability of  retiree  health  benefits  decreased  dramatically  with  small- 
er sized  companies.  As  few  as  2  percent  of  companies  with  a  work 
force  of  25  or  less  provide  health  coverage  following  retirement. 
Companies  in  this  range  make  up  85  percent  of  all  companies.  As 
a  result,  an  estimated  6  million  people,  many  of  them  early  retir- 
ees, are  currently  forced  to  purchase  individual  policies  at  higher 
rates,  or  go  without  coverage  altogether. 

Health  care  reform  has  the  potential  to  expand  health  insurance 
coverage  to  all  older  Americans,  including  retirees.  An  assessment 
conducted  by  the  Campaign  for  Health  Security  of  the  major  reform 
proposals  currently  under  review  reveals  that  only  two  of  these 
plans — the  Clinton  Administration  plan  and  the  McDermott/ 
Wellstone  plan — provide  meaningful  coverage  for  the  retirees. 

(B)  LEGISLATIVE  APPROACHES 
(1)  The  Clinton  Plan 

The  President's  plan  would  provide  coverage  to  all  Americans,  in- 
cluding retirees,  through  a  regional  health  alliance  system.  Retir- 
ees and  others  would  be  liable  for  a  maximum  of  20  percent  of 
their  premium  costs  unless  they  selected  health  plans  with  pre- 
miums higher  than  the  weighted  average  premium.  The  Federal 
Government  would  pay  the  remaining  premium  amount.  Employers 
with  negotiated  labor  contracts  would  pay  some  or  all  of  the  pre- 
mium costs  for  their  Medicare-eligible  and  early  retirees.  Under 
this  plan,  an  early  retiree  is  defined  as  an  employee  between  the 
ages  of  55  and  64. 

(2)  Treatment  Under  Other  Legislative  Proposals 

The  McDermott/Wellstone  single-payer  bill  (H.R.  1200/S.  491) 
would  cover  early  retirees  because  it  entitles  all  citizens  coverage 
of  comprehensive  health  and  long-term  care  benefits  through  a  fed- 
erally established  national  health  insurance  program.  While  em- 
ployers would  not  be  required  to  continue  paying  specifically  for  re- 
tiree health  benefits,  they  would  be  required  to  contribute  to  the 
national  health  trust  fund.  Early  retirees  would  also  contribute  to 
the  fund,  based  on  income,  and  would  be  assured  access  to  com- 
prehensive benefits.  The  need  for  supplemental  or  long-term  care 
insurance  would  be  greatly  diminished  due  to  the  comprehensive- 
ness of  the  benefit  package  and  the  elimination  of  cost-sharing. 

None  of  the  other  major  health  reform  proposals  currently  under 
consideration  would  guarantee  health  insurance  coverage  for  early 
retirees.  However,  insurance  market  reforms  contained  in  many  of 
the  proposals  have  the  potential  to  make  the  purchase  of  health  in- 
surance more  accessible  to  early  retirees. 
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HEALTH  RESEARCH  AND  TRAINING 

A.  BACKGROUND 

The  general  population  is  surviving  longer.  People  with  disabil- 
ities are  also  surviving  longer  because  of  effective  vaccines,  preven- 
tive health  measures,  better  housing,  and  healthier  lifestyle 
choices.  With  the  rapid  expansion  of  the  Nation's  elderly  popu- 
lation, the  incidence  of  diseases,  disorders,  and  conditions  affecting 
the  aged  is  also  expected  to  increase  dramatically.  The  frequency 
of  Alzheimer's  disease  and  related  dementias,  for  example,  is  pro- 
jected to  double  before  the  end  of  the  century  and  quadruple  by  the 
year  2040  if  biomedical  researchers  do  not  identify  the  cause  and 
develop  effective  treatments.  A  commitment  to  expand  aging  re- 
search could  substantially  reduce  the  escalating  costs  of  long-term 
care  for  the  older  population.  ' 

Although  scientific  and  medical  research  is  helping  to  decrease 
or,  in  some  cases,  eradicate  diseases  specifically  affecting  the  elder- 
ly population,  research  has  not  kept  up  with  the  growth  rate  of  this 
population.  The  Federal  Government's  investment  in  health  re- 
search, estimated  at  $11.73  billion  in  fiscal  year  1992,  is  only  about 
1.4  percent  of  the  total  spending  on  health  care  in  the  United 
States  (estimated  at  $832.2  billion  in  1992).  Fiscal  year  1994  ap- 
propriations for  the  National  Institutes  of  Health  (NIH)  totaled 
$10.96  billion,  an  increase  of  $630  million,  or  6.1  percent,  over  the 
1993  amount. 

The  National  Institute  on  Aging  (NLA)  is  the  largest  single  recipi- 
ent of  funds  for  aging  research.  NIA  appropriations  have  increased 
76  percent  over  the  last  4  years,  from  $239  million  in  fiscal  year 
1990  to  $420  million  in  fiscal  year  1994.  This  increase  in  aging  re- 
search funding  is  significant  to  not  only  older  Americans,  but  to  the 
American  population  as  a  whole.  Research  in  Alzheimer's  disease, 
for  example,  focuses  on  causes,  treatments,  and  the  disease's  im- 
pact on  care  providers.  Any  positive  conclusions  that  come  from 
this  research  will  help  to  reduce  the  cost  of  long-term  care  that 
burdens  society  as  a  whole.  In  addition,  research  into  the  effects 
that  caring  for  an  Alzheimer's  victim  has  on  family  and  friends 
could  lead  to  an  improved  system  of  respite  care,  extended  leave 
from  the  workplace,  and  overall  stress  management.  Therefore,  the 
benefits  derived  from  an  investment  in  aging  research  applies  to  all 
age  groups. 

Several  other  institutes  at  NIH  are  also  involved  in  considerable 
research  of  importance  to  the  elderly.  The  basic  priority  at  NIA  is 
to  understand  the  aging  process.  What  is  being  discovered  is  that 
many  changes  previously  attributed  to  "normal  aging"  are  actually 
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the  result  of  various  diseases.  Consequently,  further  analysis  of  the 
effects  of  environmental  and  lifestyle  factors  is  essential.  This  is 
critical  because,  if  a  disease  can  be  specified,  there  is  hope  for 
treatment  and,  eventually,  for  prevention  and  cure.  One  area  re- 
ceiving special  emphasis  is  women's  health  research,  including  a 
multiyear,  trans-NIH  study  addressing  the  prevention  of  cancer, 
heart  disease,  and  osteoporosis  in  postmenopausal  women. 

Currently,  it  is  estimated  that  36  percent  of  all  health  costs  in 
the  United  States  are  spent  on  the  12  percent  of  the  population 
that  is  over  age  65.  With  the  projected  rapid  expansion  of  the  aging 
population,  it  is  expected  that  by  the  year  2000,  one-half  of  each 
health  cost  dollar  will  be  spent  on  older  Americans. 

B.  THE  NATIONAL  INSTITUTES  OF  HEALTH 

1.  History  of  NIH 

The  National  Institutes  of  Health  (NIH)  seeks  to  improve  the 
health  of  Americans  by  increasing  the  understanding  of  the  proc- 
esses underlying  disease,  disability,  and  health,  and  by  helping  to 
prevent,  detect,  diagnose,  and  treat  disease.  It  supports  biomedical 
and  behavioral  research  through  grants  to  research  institutions, 
conducts  research  in  its  own  laboratories  and  clinics,  and  trains 
young  scientific  researchers. 

With  the  rapid  aging  of  the  U.S.  population,  one  of  the  most  im- 
portant research  goals  is  to  distinguish  between  aging  and  disease 
in  older  people.  Findings  from  NIH's  extensive  research  challenge 
health  providers  to  seek  causes,  cures,  and  preventive  measures  for 
many  ailments  affecting  the  elderly,  rather  than  to  dismiss  them 
as  being  the  effects  of  the  natural  course  of  aging.  A  more  complete 
understanding  of  normal  aging,  as  well  as  of  disorders  and  dis- 
eases, also  facilitates  medical  research  and  education,  and  health 
policy  and  planning. 

2.  The  Institutes 

Much  of  the  NIH  research  into  particular  diseases,  disorders,  and 
conditions  is  collaborative,  with  different  institutes  investigating 
pathological  aspects  related  to  their  specialty.  At  least  15  of  the 
NIH  research  institutes  and  centers  investigate  areas  of  particular 
importance  to  the  elderly.  They  are: 

National  Institute  on  Aging 

National  Cancer  Institute 

National  Heart,  Lung,  and  Blood  Institute 

National  Institute  of  Dental  Research 

National  Institute  of  Diabetes  and  Digestive  and  Kidney  Dis- 
eases 

National  Institute  of  Neurological  Disorders  and  Stroke 

National  Institute  of  Allergy  and  Infectious  Diseases 

National  Eye  Institute 

National  Institute  of  Environmental  Health  Sciences 

National  Institute  of  Arthritis  and  Musculoskeletal  and  Skin  Dis- 
eases 

National  Institute  on  Deafness  and  Other  Communication  Dis- 
orders 
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National  Institute  of  Mental  Health 
National  Institute  of  Alcohol  Abuse  and  Alcoholism 
National  Center  for  Research  Resources 
National  Institute  of  Nursing  Research 

(A)  NATIONAL  INSTITUTE  ON  AGING 

The  National  Institute  on  Aging  (NLA)  was  established  in  1974 
in  recognition  of  the  many  gaps  in  the  scientific  knowledge  of  aging 
processes.  NLA  conducts  and  supports  a  multidisciplinary  program 
of  geriatric  research,  including  research  into  the  biological,  social, 
behavioral,  and  epidemiological  aspects  of  aging.  Through  research 
and  health  information  dissemination,  its  goal  is  to  prevent,  allevi- 
ate, or  eliminate  the  physical,  psychological,  and  social  problems 
faced  by  many  older  people. 

Specific  NIA  activities  include — diagnosis,  treatment,  and  cure  of 
Alzheimer's  disease;  investigating  the  basic  mechanisms  of  aging; 
reducing  fractures  in  frail  older  people;  researching  health  and 
functioning  in  old  age;  improving  long-term  care;  fostering  an  in- 
creased understanding  of  aging  needs  for  special  populations;  and 
improving  career  development  training  opportunities  in  geriatrics 
and  aging  research. 

The  longest  running  scientific  examination  of  human  aging,  the 
Baltimore  Longitudinal  Study  of  Aging  (BLSA),  is  being  conducted 
by  NIA  at  the  Nathan  W.  Shock  Laboratories,  Gerontology  Re- 
search Center  (GRC)  in  Baltimore,  MD.  More  than  1,000  men  and 
women,  ranging  in  age  from  their  twenties  to  nineties,  participate 
every  2  years  in  more  than  100  physiological  and  psychological  as- 
sessments, which  are  used  to  provide  a  scientific  description  of 
aging.  According  to  the  BLSA  publication,  Older  and  Wiser,  "the 
objectives  of  the  BLSA  are  to  measure  changes  in  biological  and  be- 
havioral processes  as  people  age,  to  relate  these  measures  to  one 
another,  and  to  distinguish  universal  aging  processes  from  those 
associated  with  disease  and  particular  environmental  effects."  One 
of  the  most  significant  results  of  the  study  thus  far  is  that  aging 
does  not  necessarily  result  in  a  general  decline  of  all  physical  and 
psychological  functions.  Rather,  many  of  the  so-called  age  changes 
appear  to  be  the  result  of  disease,  which  can  often  be  prevented. 
The  BLSA  has  entered  into  its  fourth  decade,  and  there  are  no 
plans  to  conclude  the  research  now  being  conducted. 

(B)  NATIONAL  CANCER  INSTITUTE 

The  National  Cancer  Institute  (NCI)  conducts  and  sponsors  basic 
and  clinical  research  relating  to  the  cause,  prevention,  detection, 
and  treatment  of  cancer.  Of  all  new  cancer  cases  reported,  more 
than  half  are  elderly  patients,  and  more  than  60  percent  of  all  per- 
sons who  die  of  cancer  each  year  are  older  Americans. 

The  incidence  of  cancer  increases  with  age.  Although  aging  is  not 
the  cause  of  cancer,  the  processes  are  related.  More  than  80  per- 
cent of  all  cancers  occur  in  persons  age  50  and  older,  and  58  per- 
cent occur  in  people  age  65  and  over.  The  rate  of  cancer  survival 
has  increased  from  the  30  percent  in  1950  to  50  percent  today  due 
to  advancements  in  surgery,  radiation,  and  chemotherapy  treat- 
ment. However,  the  rate  of  overall  cancer  incidence  and  mortality 
has  been  increasing,  particularly  in  those  age  55  and  older. 
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In  addition  to  basic  and  clinical,  diagnostic,  and  treatment  re- 
search, NCI  supports  prevention  and  control  programs,  such  as 
programs  to  stop  smoking. 

(C)  NATIONAL  HEART,  LUNG,  AND  BLOOD  INSTITUTE 

The  National  Heart,  Lung,  and  Blood  Institute  (NHLBI)  focuses 
on  diseases  of  the  heart,  blood  vessels,  blood  and  lungs,  and  on  the 
management  of  blood  resources.  Three  of  the  most  prevalent  chron- 
ic conditions  affecting  the  elderly — hypertension,  heart  conditions, 
and  arteriosclerosis — are  studied  by  NHLBI.  In  1989,  more  than 
1. 1  million  deaths  were  reported  from  all  of  the  diseases  under  the 
purview  of  the  Institute.  In  1988,  associated  economic  costs  were 
nearly  $202  billion,  including  $102  billion  in  direct  health  care  ex- 
penditures. Nearly  40  percent  of  all  elderly  suffer  from  hyper- 
tension, 25  percent  from  a  chronic  heart  condition,  and  8  percent 
from  arteriosclerosis. 

Research  efforts  focus  on  cholesterol-lowering  drugs,  DNA  tech- 
nology, and  genetic  engineering  techniques  for  the  treatment  of  em- 
physema, basic  molecular  biology  research  in  cardiovascular,  pul- 
monary, and  related  hematologic  research,  and  regression  of  arte- 
riosclerosis. 

NHLBI  also  conducts  an  extensive  professional  and  public  edu- 
cation program  on  health  promotion  and  disease  prevention,  par- 
ticularly as  related  to  blood  pressure,  blood  cholesterol,  and  coro- 
nary heart  disease.  This  has  played  a  significant  role  in  the  58  per- 
cent decline  in  stroke  deaths  and  the  40  percent  decline  in  heart 
disease  over  the  past  20  years. 

(D)  NATIONAL  INSTITUTE  OF  DENTAL  RESEARCH 

The  National  Institute  of  Dental  Research  (NIDR)  supports  and 
conducts  research  and  research  training  in  oral  health  and  disease. 
Major  goals  of  the  Institute  include  the  prevention  of  tooth  loss  and 
the  preservation  of  the  oral  tissues.  Other  research  areas  include 
birth  defects  affecting  the  face,  teeth,  and  bones;  oral  cancer;  infec- 
tious diseases;  chronic  pain;  epidemiology;  and  basic  studies  of  oral 
tissue  development,  repair,  and  regeneration. 

In  a  national  study  conducted  in  1986-87,  NIDR  found  that  42 
percent  of  men  and  women  age  65  and  older  examined  in  the  sur- 
vey had  lost  all  of  their  teeth,  compared  to  only  4  percent  of  adults 
between  age  18  and  65.  Older  Americans  also  face  extensive  peri- 
odontal disease,  a  major  cause  of  tooth  loss.  Faced  with  these  find- 
ings, the  Institute  has  expanded  oral  health  research  with  the  el- 
derly and  is  collaborating  with  the  National  Institute  on  Aging  and 
the  Veterans  Administration  in  an  oral  health  research,  promotion, 
and  disease  prevention  project. 

(E)  NATIONAL  INSTITUTE  OF  DIABETES  AND  DIGESTIVE  AND  KIDNEY 

DISEASES 

The  National  Institute  of  Diabetes  and  Digestive  and  Kidney  Dis- 
eases (NIDDK)  conducts  and  supports  research  and  research  train- 
ing in  diabetes,  endocrinology  and  metabolic  diseases;  digestive  dis- 
eases and  nutrition;  and  kidney,  urologic  and  blood  diseases. 
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Diabetes,  one  of  the  Nation's  most  serious  health  problems  and 
the  largest  single  cause  of  renal  disease,  affects  between  13-14  mil- 
lion Americans  at  an  annual  cost  to  society  of  $20.4  billion.  Nearly 
10  percent  of  the  elderly  are  believed  to  be  diabetic. 

Benign  prostatic  hyperplasia  (BPH),  or  prostate  enlargement,  is 
a  common  disorder  affecting  older  men.  NIDDK  is  currently  study- 
ing factors  that  can  inhibit  or  enhance  the  growth  of  cells  derived 
from  the  human  prostate. 

(F)  NATIONAL  INSTITUTE  OF  NEUROLOGICAL  DISORDERS  AND  STROKE 

The  National  Institute  of  Neurological  Disorders  and  Stroke 
(NINDS)  supports  and  conducts  research  and  research  training  on 
the  cause,  prevention,  diagnosis,  and  treatment  of  hundreds  of  neu- 
rological disorders.  This  involves  basic  research  to  understand  the 
mechanisms  of  the  brain  and  nervous  system  and  clinical  research. 

Most  of  the  disorders  studied  by  NINDS  result  in  long-term  dis- 
abilities and  involve  the  nervous  system  (including  the  brain,  spi- 
nal cord,  and  peripheral  nerves)  and  muscles.  NINDS  is  committed 
to  the  study  of  the  brain  in  Alzheimer's  disease.  In  addition, 
NINDS  research  focuses  on  stroke,  Huntington's  disease,  Parkin- 
son's disease,  and  amyotrophic  lateral  sclerosis.  NINDS  is  also  con- 
ducting research  on  neuroimaging  technology  and  molecular  genet- 
ics to  determine  the  etiology  of  Alzheimer's  disease. 

Recently,  a  NINDS-supported  study  revealed  that  treatment  with 
the  drug  Deprenyl  delays  the  progression  of  symptoms  in  patients 
with  early  Parkinson's  disease  and  postpones  the  need  for  L-dopa 
therapy.  Although  scientists  are  unsure  how  Deprenyl  works,  they 
believe  that  this  is  the  first  treatment  to  actually  slow  the  progress 
of  the  neurodegenerative  disorder. 

Strokes,  the  Nation's  third-leading  cause  of  death  and  the  most 
widespread  neurological  problem,  primarily  affects  the  elderly.  New 
drugs  to  improve  the  outlook  of  stroke  victims  and  surgical  tech- 
niques to  decrease  the  risk  of  stroke  currently  are  being  studied. 

(G)  NATIONAL  INSTITUTE  OF  ALLERGY  AND  INFECTIOUS  DISEASES 

The  National  Institute  of  Allergy  and  Infectious  Diseases 
(NIAID)  focuses  on  two  main  areas:  infectious  diseases  and  dis- 
eases related  to  immune  system  disorders. 

Influenza  can  be  a  serious  threat  to  older  adults.  NIAID  is  sup- 
porting and  conducting  basic  research  and  clinical  trials  to  develop 
treatments  and  to  improve  vaccines  for  high-risk  individuals.  Be- 
cause older  persons  also  are  particularly  vulnerable  to  hospital-as- 
sociated infections,  NIAID  research  is  leading  to  a  vaccine  offering 
protection  against  one  of  the  most  common,  difficult  to  control  and 
often  fatal  infections,  P.  aeruginosa. 

(H)  NATIONAL  EYE  INSTITUTE 

The  National  Eye  Institute  (NEI)  conducts  and  supports  research 
and  research  training  on  the  prevention,  diagnosis,  treatment,  and 
pathology  of  diseases  and  disorders  of  the  eye  and  visual  system. 
The  age  65  and  older  population  accounts  for  one-third  of  all  visits 
for  medical  eye  care.  Glaucoma,  cataracts,  and  aging-related 
maculopathy,  which  are  of  particular  concern  to  the  elderly,  are 
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being  studied  by  NEI.  Some  of  this  research  is  intended  to  serve 
as  a  foundation  for  future  outreach  and  educational  programs 
aimed  at  those  at  highest  risk  of  developing  glaucoma. 

(I)  NATIONAL  INSTITUTE  OF  ENVIRONMENTAL  HEALTH  SCIENCES 

The  National  Institute  of  Environmental  Health  Sciences 
(NIEHS)  conducts  and  supports  basic  biomedical  research  studies 
to  identify  chemical,  physical,  and  biological  environmental  agents 
that  threaten  human  health. 

NIEHS-scientists  are  conducting  studies  to  determine  whether 
the  continuing  depletion  of  the  protective  ozone  layer  of  the  atmos- 
phere will  lead  to  increased  human  exposure  to  ultraviolet  radi- 
ation. 

(J)  NATIONAL  INSTITUTE  OF  ARTHRITIS  AND  MUSCULOSKELETAL  AND 

SKIN  DISEASES 

The  National  Institute  of  Arthritis  and  Musculoskeletal  and  Skin 
Diseases  (NIAMS)  investigates  the  cause  and  treatment  of  a  broad 
range  of  diseases,  including  osteoporosis  and  the  many  forms  of  ar- 
thritis. The  Institute  supports  28  specialized  and  comprehensive  re- 
search centers. 

Affecting  over  40  million  Americans,  these  diseases  are  among 
the  more  debilitating  of  the  more  than  100  types  of  arthritis  and 
related  disorders.  Older  adults  are  particularly  affected.  Almost  50 
percent  of  all  persons  over  age  65  suffer  from  some  form  of  chronic 
arthritis.  An  estimated  24  million  Americans,  most  of  them  elderly, 
have  osteoporosis. 

Topics  of  research  on  the  cause  and  treatment  of  rheumatoid  ar- 
thritis, a  chronic  inflammatory  disease  of  unknown  cause,  include 
the  study  of  the  immune  cells  present  in  the  synovial  fluid  around 
arthritic  joints,  and  the  genetic  basis  for  production  of  rheumatoid 
factor  (an  abnormal  antibody  found  in  the  blood  of  patients  with 
rheumatoid  arthritis). 

Research  on  osteoarthritis,  a  degenerative  joint  disease,  focuses 
on  changes  in  the  network  of  surrounding  cartilage  cells  in  the 
joint. 

(K)  NATIONAL  INSTITUTE  ON  DEAFNESS  AND  OTHER  COMMUNICATION 

DISORDERS 

The  National  Institute  on  Deafness  and  Other  Communication 
Disorders  (NIDCD)  conducts  research  into  the  effects  of  advancing 
age  on  hearing,  vestibular  function  (balance),  speech,  voice,  lan- 
guage, and  chemical  and  tactile  senses. 

Presbycusis  (the  loss  of  ability  to  perceive  or  discriminate 
sounds)  is  a  prevalent  but  understudied  disabling  condition.  One- 
third  of  people  age  65  and  older  have  presbycusis  sufficient  enough 
to  interfere  with  speech  perception.  Studies  of  the  influence  of  fac- 
tors, such  as  genetics,  noise  exposure,  cardiovascular  status,  sys- 
temic diseases,  smoking,  diet,  personality  and  stress  types,  are  con- 
tributing to  a  better  understanding  of  the  condition. 
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(L)  NATIONAL  INSTITUTE  OF  MENTAL  HEALTH 

The  National  Institute  of  Mental  Health  (NIMH)  is  involved  in 
extensive  research  relating  to  Alzheimer's  and  related  dementia, 
and  the  mental  disorders  of  the  elderly.  NIMH  is  focusing  on  iden- 
tifying the  nature  and  extent  of  structural  change  in  the  brains  of 
Alzheimer's  patients  to  better  understand  the  neurochemical  as- 
pects of  the  disease.  NIMH  research  has  discovered  a  protein  spe- 
cific to  Alzheimer's  that  shows  promise  of  being  a  positive  diag- 
nostic marker  for  the  disease.  Research  into  amnesia  is  also  in- 
creasing knowledge  about  Alzheimer's  and  other  dementia. 

Depression  is  a  relatively  frequent  and  often  unrecognized  prob- 
lem among  the  elderly,  contributing  to  the  high  suicide  rate  within 
this  population.  Currently,  white  males  over  age  85  have  the  high- 
est recorded  suicide  rate  of  any  group  in  the  population  (55.8/ 
100,000).  Research  has  shown  that  nearly  40  percent  of  the  geri- 
atric patients  with  major  depression  also  meet  tne  criteria  for  anxi- 
ety, which  is  related  to  many  medical  conditions,  including  gastro- 
intestinal, cardiovascular,  and  pulmonary  disease. 

NIMH  has  identified  disorders  of  the  aging  as  among  the  most 
serious  mental  health  problems  facing  this  Nation  and  is  currently 
involved  in  a  number  of  activities  relevant  to  aging  and  mental 
health. 

(M)  NATIONAL  INSTITUTE  OF  ALCOHOL  ABUSE  AND  ALCOHOLISM 

Alcoholism  among  the  elderly  is  often  minimized  due  to  low  re- 
ported alcohol  dependence  among  elderly  age  groups  in  community 
and  population  studies.  Also,  alcohol-related  deaths  of  the  elderly 
are  underreported  by  hospitals.  Because  the  elderly  population  is 
growing  at  such  a  tremendous  rate,  more  research  is  needed  in  this 
area. 

Although  the  prevalence  of  alcoholism  among  the  elderly  is  less 
than  in  the  general  population,  per  capita  health  care  utilization  by 
elderly  alcoholics  is  twice  as  high. 

(N)  NATIONAL  CENTER  FOR  RESEARCH  RESOURCES 

The  National  Center  for  Research  Resources  (NCRR)  is  the  Na- 
tion's preeminent  developer  and  provider  of  the  resources  essential 
to  the  performance  of  biomedical  research  funded  by  the  other  enti- 
ties of  NIH  and  the  Public  Health  Service. 

Recently,  grantees  of  the  General  Clinical  Research  Centers 
(GCRC)  program  found  that  a  drug  used  to  treat  breast  cancer  also 
may  increase  bone  mass  in  women  who  are  susceptible  to 
osteoporosis. 

A  current  NCRR  grantee  discovered  that  many  older  people  have 
a  lower  level  of  acidity  in  the  stomach  than  young  people.  This 
lower  acidity  level  can  affect  the  absorption  of  certain  drugs.  More 
research  is  being  done  in  the  area. 

(O)  NATIONAL  INSTITUTE  OF  NURSING  RESEARCH 

The  National  Institute  of  Nursing  Research  (NINR)  conducts, 
supports,  and  disseminates  information  about  basic  and  clinical 
nursing  research  through  a  program  of  research,  training,  and 
other  programs.  Research  topics  related  to  the  elderly  include:  de- 
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pression  among  patients  in  nursing  homes  to  identify  better  ap- 
proaches to  nursing  care;  physiological  and  behavioral  approaches 
to  combat  incontinence;  initiatives  in  areas  related  to  Alzheimer's 
disease,  including  burden-of-care;  osteoporosis;  pain  research;  and 
the  ethics  of  therapeutic  decisionmaking. 

C.  ISSUES  AND  CONGRESSIONAL  RESPONSE 

1.  NIH  Appropriations 

Congress,  in  a  continuing  effort  to  support  as  many  scientific  op- 
portunities as  possible  in  tight  budgetary  times,  gave  NIH  a  6.1- 
percent  increase  in  the  fiscal  year  1994  appropriation.  The  total 
NIH  budget  for  fiscal  year  1994  is  $10.96  billion,  a  $630  million  in- 
crease over  the  fiscal  year  1993  total  of  $10.33  billion.  For  fiscal 
year  1993,  the  increase  was  only  2.5  percent  over  the  fiscal  year 
1992  level. 

Appropriation  levels  for  the  previously  mentioned  institutes  at 
NIH  involved  with  aging  research  are  as  follows: 

FISCAL  YEAR  1994  APPROPRIATION  FOR  NIH 
[Dollars  in  thousands] 


Institute 


Fiscal  year 
1994 


NCI                                                                                                    $2,082,267 

NHLB, 1,277,880 

wr  ZZZZZZZZIZ 169520 

NIDDK 716.054 

NINDS  630650 

NIA.D  1.0K.MJ 

NIGMS 2J5.511 

NICHD  $55,195 

NEi                                                                                                         290,260 

N.FHc                                                                                                264,249 

jJ!;HS  420,303 

NIAMS 223,280 

NIDCD                                           162,823 

miuu                                                                                                                613,444 

NjNR                                            51,018 

l^pp !ZZZZZZZZ 331,915 

nchgr" 128701 


2.  NIH  Authorizations 

The  103rd  Congress  passed  the  NIH  Revitalization  Act  of  1993 
(P.L.  103-43),  amending  the  Public  Health  Service  Act  by  reauthor- 
izing several  NIH  programs  and  making  substantial  changes  and 
additions  to  numerous  NIH  activities.  One  of  the  new  provisions  of 
the  law  was  authorization  for  Congress  to  appropriate  up  to  $500 
million  for  the  NIA  for  fiscal  year  1994,  and  "such  sums  as  may 
be  necessary"  for  fiscal  year  1995  and  fiscal  year  1996.  Prior  to  this 
time,  NIA  did  not  have  a  specific  authorization  level  in  statute. 

Other  provisions  of  the  new  law  address  research  needs  in  sev- 
eral areas  of  interest  to  the  elderly:  breast  and  gynecological  can- 
cers, prostate  cancer,  the  aging  processes  of  women,  osteoporosis 
and  Paget's  disease  of  bone,  fetal  tissue  transplantation  (of  possible 
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use  in  Parkinson's  disease),  sleep  disorders,  and  malnutrition   in 
the  elderly. 

3.  Alzheimer's  Disease 

Most  of  the  federally  funded  research  into  Alzheimer's  disease  is 
being  carried  out  by  the  National  Institute  on  Aging,  National  In- 
stitute of  Neurological  Disorders  and  Stroke,  the  National  Institute 
of  Allergy  and  Infectious  Diseases,  the  National  Eye  Institute,  the 
National  Center  for  Nursing  Research,  the  National  Institute  of 
Mental  Health,  the  Health  Care  Financing  Administration,  and  the 
Administration  on  Aging.  The  Administration  on  Aging  has  sup- 
ported research  and  demonstration  programs  to  develop  and 
strengthen  family  and  community-based  care  for  Alzheimer's  dis- 
ease victims. 

There  are  few  areas  in  biomedical  research  in  which  the  competi- 
tion is  as  fierce  as  it  is  in  the  race  to  identify  the  genetic  basis  of 
Alzheimer's  disease.  Alzheimer's  disease  and  other  related  demen- 
tias (ADRD)  is  rapidly  becoming  one  of  the  most  serious  threats  to 
the  Nation's  health  and  well-being.  This  progressive  and  irrevers- 
ible degenerative  brain  disease  is  the  fourth-leading  killer  in  the 
United  States.  According  to  a  report  by  the  Congressional  Research 
Service,  the  recent  announcement  confirming  the  identification  of 
a  gene  on  chromosome  19  associated  with  late-onset  Alzheimer's 
could  have  an  enormous  impact  on  finding  a  treatment  for  this 
form  of  the  disease,  which  affects  nearly  two-thirds  of  all  Alz- 
heimer's patients. 

The  National  Institute  on  Aging  has  established  the  Consortium 
to  establish  a  Registry  for  Alzheimer's  Disease  (CERAD).  CERAD 
has  been  in  operation  for  the  last  5  years  and  is  composed  of  physi- 
cians and  scientists  at  23  university  medical  centers.  More  than 
700  Alzheimer's  disease  patients  have  been  enrolled.  Special  stud- 
ies are  also  being  conducted  to  collect  information  about  Alz- 
heimer's disease  in  persons  of  different  ethnic  origins  and  with 
varying  educational  levels. 

Scientists  at  NLA  are  studying  Alzheimer's  disease  using  a  brain 
scanning  technique  called  Positron  Emission  Tomography  (PET). 
This  technique  measures  brain  metabolism  and  cerebral  blood  cir- 
culation. The  NLA  researchers  have  found  that  they  can  use  the 
pattern  of  metabolic  deficits  to  predict  the  types  of  functional  prob- 
lems that  eventually  emerge.  For  example,  early-stage  Alzheimer's 
disease  patients  who  had  specific  metabolic  deficits  in  the  left  side 
of  the  brain  later  developed  problems  in  processing  the  placement 
of  visio-spatial  information  (difficulty  remembering  how  to  find 
their  way  in  familiar  settings,  or  pairing  a  name  with  a  face). 

With  depression  being  the  most  serious  and  common  problem 
faced  by  caregivers,  a  great  deal  of  research  has  been  and  is  cur- 
rently being  done,  to  learn  more  about  the  families  who  care  for 
Alzheimer's  disease  patients.  Results  show  that  caregivers  who 
strongly  believe  that  people  should  help  each  other  tend  to  avoid 
depression  better  than  their  counterparts.  Studies  have  also  found 
that  the  relationship  between  the  patient  and  the  caregiver  before 
the  illness  is  a  strong  indicator  of  the  degree  of  depression  the 
caregiver  encounters — with  those  who  had  a  close  relationship 
prior  to  the  illness  feeling  less  burdened. 
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On  March  18,  1993,  a  Federal  advisory  panel  endorsed  the  use 
of  tetrahydroaminoacridine  (THA)  as  a  drug  to  treat  Alzheimer's 
disease.  The  FDA  approved  the  experimental  drug  Cognex  in 
September.  Cognex  or  Tacrine  are  the  trade  names  for 
tetrahydroaminoacridine.  Although  there  is  no  specific  therapy  cur- 
rently available  to  treat  or  cure  Alzheimer's  disease,  THA  is  the 
most  promising  and  has  been  approved  for  testing  in  clinical  trials 
since  December  2,  1991. 

According  to  FDA  Commissioner  David  A.  Kessler,  the  FDA  has 
approved  expanded  use  of  THA  based  on  evidence  that  the  drug 
produced  a  small  improvement  in  mental  function  in  some  patients 
taking  the  drug  during  controlled  clinical  trials  and  evidence  that 
larger  doses  might  have  a  greater  effect.  Dr.  Kessler  indicated  that 
while  it's  clear  that  THA  has  shown  some  favorable  effects,  the  ef- 
fects were  very  small  and  of  uncertain  real  benefit,  and  there  is 
concern  about  possible  liver  toxicity. 

A  great  deal  of  progress  has  been  made  recently  in  the  under- 
standing of  the  cellular  and  chemical  basis  of  the  disease.  Studies 
on  the  molecular  genetics  of  Alzheimer's  disease  indicate  a  linkage 
between  chromosome  21  and  the  familial  or  early  onset  of  Alz- 
heimer's disease.  Other  important  findings  point  to  the  potential 
for  biomedical  diagnostic  tests  based  on  the  detection  of  specific  bi- 
ological markers.  Other  avenues  being  explored  include  enzyme  de- 
ficiencies, abnormal  neurons,  a  slow  virus,  an  abnormal  protein,  a 
genetic  defect,  a  defect  in  calcium  regulation  inside  the  nerve  cell, 
and  an  accumulation  of  aluminum  in  the  brain. 

Research  into  treatment  of  the  disease  has  focused  on  testing 
drugs  for  treating  Alzheimer's  major  symptoms — loss  of  memory 
and  intellect.  No  drugs  have  yet  been  tested  that  might  stop  the 
underlying  progressive  process  of  the  disease.  Many  of  the  drugs 
under  investigation  increase  the  amount  of  acetylcholine  in  the 
brain.  Currently,  NLA  is  sponsoring  clinical  trials  on  the  safety  and 
efficacy  of  THA — to  help  control  memory  loss.  The  study,  begun  in 
1987,  was  temporarily  suspended  when  20  of  the  first  50  patients 
enrolled  in  the  drug  trial  developed  toxic  liver  problems.  The  doses 
of  THA  were  subsequently  reduced  and  the  experiment  continued 
with  plans  to  enroll  up  to  300  patients.  In  April  1991,  an  FDA  ad- 
visory panel  declined  to  recommend  THA  for  approval.  Currently, 
THA  is  still  in  a  clinical  trial  mode  that  involves  both  expanded  ac- 
cess and  the  rapid  collection  of  useful  scientific  data. 

The  Alzheimer's  Disease  Research  Centers  are  an  important 
component  of  the  national  effort  to  find  a  cause  and  cure  for  this 
disease.  Since  funding  began  in  1984,  through  grants  from  the 
NIA,  the  centers  have  established  special  units  for  clinical  and 
basic  research,  as  well  as  for  behavioral  studies  of  Alzheimer's  and 
related  disorders.  NIA  currently  funds  15  Alzheimer's  Disease  Re- 
search Centers  (ADRC),  13  Alzheimer's  Disease  Center  Core 
Grants  (ADCC),  and  19  Alzheimer's  Disease  Satellites  (ADS). 
Based  primarily  at  universities  and  hospitals,  the  centers  also  train 
scientists  and  health  care  providers,  and  fund  new  research 
projects.  Guidelines  for  the  centers  were  developed  by  NIA  along 
with  the  National  Institute  on  Mental  Health,  the  National  Insti- 
tute on  Neurological  Disorders  and  Stroke,  and  the  National  Insti- 
tute of  Allergy  and  Infectious  Diseases.  The  ADRCs  provide  re- 
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search  resources;  the  ADCCs  provide  assistance  to  the  university 
research  community  and  are  designed  to  increase  the  research  re- 
sources available  to  the  investigators;  and  the  ADSs  are  designed 
to  diversify  the  patient  populations  of  the  ADRCs  and  provide  more 
minorities  the  opportunity  to  participate  in  clinical  trials  and  re- 
search. 

Congress  passed  the  Alzheimer's  Disease  and  Related  Dementias 
Services  Research  Act  of  1986  as  part  of  the  Omnibus  Health  Bill 
(P.L.  9&-487).  This  legislation  established  within  the  Department 
of  Health  and  Human  Services  (HHS)  the  Council  on  Alzheimer's 
Disease  to  coordinate  research  on  Alzheimer's  disease  and  related 
dementias  and  the  care  of  individuals  with  dementia. 

In  addition,  the  Budget  Reconciliation  Act  for  1986  (P.L.  99-509), 
authorized  up  to  10  Medicare  demonstration  projects,  with  an  ap- 
propriation of  $40  million  over  3  years,  through  which  a  limited 
number  of  Alzheimer  patients  would  receive  benefits  not  previously 
covered  by  Medicare.  This  demonstration  began  on  May  15,  1989. 
Eight  cities  are  participating:  Rochester,  NY;  Miami,  FL;  Cin- 
cinnati, OH;  Memphis,  TN;  Portland,  OR;  St.  Paul,  MN;  Urbana, 
IL;  and  Parkersburg,  WV.  Services  being  provided  and  paid  for 
under  Part  B  of  Medicare  include  case  management,  adult  day 
care,  homemaker  and  personal  care,  mental  health,  and  education 
and  counseling  for  caregivers.  Two  different  models  of  case  man- 
agement are  being  tested  in  the  demonstration;  one  in  which  the 
demonstration  sites  receive  up  to  $300  a  month  for  services  for 
each  patient,  and  each  case  manager  works  with  100  patients,  and 
another  model  in  which  the  demonstration  sites  receive  up  to  $500 
a  month  for  services  for  each  patient,  and  each  manager  works 
with  30  patients.  Beneficiaries  are  responsible  for  20  percent  of  this 
amount  each  month. 

To  date,  no  conclusions  have  been  reached  concerning  the  effec- 
tiveness or  impact  of  the  expanded  services  and  case  management. 
This  is  primarily  due  to  the  difficulty  that  the  demonstration  sites 
experienced  in  enrolling  patients.  According  to  a  recent  Office  of 
Technology  Assessment  report  on  Alzheimer's  disease,  this  dif- 
ficulty may  reflect  the  reluctance  of  patients  and  their  family  and 
friends  to  acknowledge  the  existence  of  Alzheimer's  disease.  The 
demonstration  will  run  for  3  years,  and  after  completion,  an  eval- 
uation of  the  project  will  be  published  by  the  Health  Care  Financ- 
ing Administration. 

A  provision  in  the  Omnibus  Budget  Reconciliation  Act  of  1990  ex- 
tended the  demonstration  from  3  to  4  years  and  allocated  another 
$15  million  for  administrative  and  services  costs  and  an  additional 
$1  million  for  the  evaluation.  The  project  ended  in  May. 

The  Advisory  Panel  on  Alzheimer's  Disease,  established  by  Pub- 
lic Law  99-660,  released  its  1990  annual  report  in  January  1991. 
It  is  the  third  of  an  ongoing  series  of  annual  reports,  which  contain 
public  policy  and  science  policy  recommendations  for  administra- 
tive and  legislative  actions  in  the  areas  of  health  services,  bio- 
medical research,  and  the  financing  of  health  care  benefits  for  Alz- 
heimer's disease  victims. 

The  first  report  contains  a  series  of  recommendations  regarding 
biomedical  research,  health  services  research,  organization  and  de- 
livery of  services,  and  financing  of  care.  The  second  report  provides 
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an  expanded,  detailed  examination  of  options  available  to  finance 
the  care  of  Alzheimer's  disease  patients.  And  the  third  report  ad- 
dresses the  chronic  shortage  of  staff  trained  to  respond  to  the  spe- 
cial needs  of  Alzheimer's  disease  patients. 

4.  Arthritis  and  Musculoskeletal  Diseases 

The  National  Institute  of  Arthritis  and  Musculoskeletal  and  Skin 
Diseases  (NIAMS)  conducts  the  primary  Federal  biomedical  re- 
search for  arthritis  and  osteoporosis.  Support  research  for  these 
disorders  is  also  carried  out  by  the  National  Heart,  Lung,  and 
Blood  Institute,  the  National  Institute  of  General  Medical  Science, 
the  National  Center  for  Nursing  Research,  and  the  Office  of  the  Di- 
rector, NIH. 

Osteoporosis  is  a  major  debilitating  health  problem  for  an  esti- 
mated 24  million  Americans — half  of  all  women  over  age  45  and  90 
percent  of  women  over  age  75.  Although  the  majority  of 
osteoporosis  victims  are  women,  men  constitute  approximately  20 
percent  of  all  people  with  the  disease.  Osteoporosis,  characterized 
by  chronic  loss  of  bone  mass,  leads  to  an  increased  risk  of  hip, 
neck,  and  wrist  fractures;  immobility,  disability,  and  sometimes 
death.  Medical  costs,  now  estimated  at  more  than  $10  billion  annu- 
ally, will  increase  significantly  as  the  population  ages  and  inci- 
dence increases. 

Every  year,  osteoporosis  is  responsible  for  1.3  to  1.5  million  bone 
fractures  in  those  over  age  45,  or  about  70  percent  of  all  bone  frac- 
tures in  that  age  group.  Forty  percent  of  the  people  who  suffer  a 
hip  fracture  will  never  recover  full  independence.  The  costs  to  the 
health  care  system  of  hip  fractures  alone  to  people  over  age  64  is 
about  $8  billion  a  year.  By  the  year  2020,  if  no  preventive  measure 
or  cure  is  discovered,  the  annual  cost  will  rise  to  $14  billion  (in 
1987  dollars).  Most  of  the  approximately  250,000  hip  fractures  suf- 
fered by  individuals  over  age  45,  in  1988,  were  attributable  to 
osteoporosis.  This  specific  type  of  fracture  often  has  catastrophic 
outcomes.  According  to  a  recent  OTA  report,  some  12  to  20  percent 
of  people  who  have  hip  fractures  die  as  a  result  of  the  fracture  and 
related  complications.  High  risk  factors  for  developing  osteoporosis 
are — women  of  Caucasian  or  Asian  ethnicity,  old  age,  early  meno- 
pause, chronic  calcium  deficiency,  petite  frame,  prolonged  periods 
of  inactivity,  family  history  of  osteoporosis,  smoking,  and  excessive 
consumption  of  alcohol  and  caffeine. 

The  second  international  osteoporosis  conference,  "Research  Ad- 
vances in  Osteoporosis,"  was  held  in  Washington,  D.C.,  in  February 
1990.  Leading  researchers  reviewed  new  research  into  the  cause  of 
osteoporosis,  including  the  role  of  growth  factors  in  bone  formation. 
According  to  the  National  Osteoporosis  Foundation  (NOF),  a  co- 
sponsor  of  the  program,  new  bone  mass  measurement  techniques 
that  determine  bone  density  can  help  decrease  the  debilitating  and 
sometimes  fatal  consequences  of  osteoporosis. 

A  task  force,  commissioned  by  NOF,  found  that  bone  mass  meas- 
urement is  a  cost-effective  means  of  identifying  certain  individuals 
at  risk  for  osteoporosis.  They  concluded  that  single  photon 
absorptiometry,  dual  photon  absorptiometry,  dual  energy  X-ray 
absorptiometry,  and  quantitative  computed  tomography  are  accu- 
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rate  means  of  measuring  bone  mass  and  that  these  can  influence 
recommendations  for  treatment. 

Treatment  of  a  fracture,  as  a  result  of  osteoporosis,  is  most  often 
addressed  with  rehabilitation.  This  can  improve  mobility,  but  to 
date  there  is  no  proven  method  for  restoring  bone  mass  in  a  person 
once  osteoporosis  is  detected.  Therefore,  prevention  is  the  primary 
focus  of  biomedical  research.  Medical  experts  agree  that 
osteoporosis  is  highly  preventable  through  early  screening,  bal- 
anced diet,  regular  exercise,  limited  intake  of  alcohol,  and  no  smok- 
ing of  tobacco. 

The  latest  scientific  consensus  on  osteoporosis  recognizes  estro- 
gen and  calcium  deficiencies  as  the  major  cause  of  postmenopausal 
osteoporosis.  It  has  recently  been  discovered  that  bone  cells  contain 
receptors  for  estrogen  and  that  estrogen  treatment  in  post-meno- 
pausal  women  can  protect  against  hip  fractures  in  later  years,  al- 
though there  is  concern  about  the  possible  risks  involved  with  this 
treatment. 

A  number  of  experimental  therapies  for  the  prevention  and  per- 
haps treatment  of  osteoporosis  are  being  studied.  Diphosphonates, 
such  as  etidronate,  coat  bone  crystal,  which  prevents  the  process  of 
bone  resorption.  This  treatment  could  be  helpful  to  patients  with 
established  osteoporosis.  Clinical  trials  are  currently  underway  for 
this  promising  treatment,  which  is  comparatively  inexpensive  and 
safe.  / 

In  addition  to  research  in  osteoporosis,  NIAMS  is  the  primary  re- 
search institute  for  arthritis  and  related  disorders.  The  term  ar- 
thritis, meaning  an  inflammation  of  the  joints,  is  used  to  describe 
the  more  than  100  rheumatic  diseases.  Many  of  these  disorders  af- 
fect not  only  the  joints,  but  other  connective  tissues  of  the  body  as 
well.  Approximately  one  in  seven  persons  has  some  form  of  rheu- 
matic disease,  making  it  the  Nation's  leading  crippler.  Although  no 
cure  exists  for  the  many  forms  of  arthritis,  progress  has  been  made 
through  clinical  and  basic  investigations.  The  two  most  common 
forms  of  arthritis  are  osteoarthritis  and  rheumatoid  arthritis. 

Osteoarthritis  (OA)  is  a  degenerative  joint  disease,  affecting  more 
than  16  million  Americans.  OA  causes  cartilage  to  fray,  and  in  ex- 
treme cases,  to  disappear  entirely,  leaving  a  bone-to-bone  joint. 
Disability  results  most  often  from  disease  in  the  weight-bearing 
joints,  such  as  the  knees,  hips,  and  spine.  Although  age  is  the  pri- 
mary risk  factor  for  OA,  age  has  not  been  proven  to  be  the  cause 
of  this  crippling  disease.  NLA  is  focusing  on  studies  that  seek  to 
distinguish  between  benign  age  changes  and  those  changes  that  re- 
sult directly  from  the  disease.  This  distinction  will  better  allow  re- 
searchers to  determine  the  cause  and  possible  cures  for  OA. 

Rheumatoid  arthritis  (RA)  is  a  chronic  inflammatory  disease  af- 
fecting more  than  2.1  million  Americans,  two-thirds  of  whom  are 
women.  RA  causes  joints  to  become  swollen  and  painful,  and  even- 
tually deformed.  There  are  no  known  cures  for  RA,  but  research 
has  discovered  a  number  of  therapies  to  help  alleviate  the  painful 
symptoms.  Guanethidine,  a  regional  nerve  blocker,  has  been  found 
to  decrease  pain  and  increase  finger-pinch-strength  in  patients 
with  active  RA.  Another  drug,  cyclosporin  A,  lessens  the  pain  and 
swelling  of  the  joints.  Its  toxicity  to  the  kidney  and  elsewhere,  how- 
ever, limits  its  therapeutic  value. 
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5.  Physical  Frailty:  The  Loss  of  Independence 

Physical  frailty,  severely  impaired  strength,  mobility,  balance, 
and  endurance  occurs  in  millions  of  older  people  and  often  leads  to 
serious  falls,  nursing  home  admissions,  and  a  loss  of  independence. 
In  April  1990,  NIA  and  NCNR  awarded  $2.9  million  for  clinical 
trials  aimed  at  reducing  and  possibly  preventing  physical  frailty  in 
older  persons.  The  trials,  known  as  "FICSIT"  (Frailty  and  Injuries: 
Cooperative  Studies  of  Intervention  Techniques),  will  extend  over 
3  years  and  involve  a  combination  of  exercise,  nursing,  prevention, 
and  rehabilitation  techniques.  According  to  Dr.  T.  Franklin  Wil- 
liams, former  Director  of  NIA,  "the  new  trials  highlight  the  fact 
that  frailty  and  injuries  are  not  the  inevitable  outcome  of  aging.  In- 
stead they  are  problems  for  which  we  have  now  found  some  very 
viable  solutions." 

NIA  intramural  research  on  frailty  is  being  actively  developed 
through  combining  basic  research  with  two  additional  approaches. 
One  method  involves  studies  of  the  population  of  the  Baltimore 
Longitudinal  Study  on  Aging.  The  other  approach  evaluates 
selected  behavioral  principles  and  nursing  practices  to  address 
questions  of  self-care  and  independence.  This  effort  has  produced 
a  number  of  exciting  new  findings — the  development  of  a  novel 
method  of  bone  formation  in  aged  animals  which  provides  a  system 
to  assess  the  potential  of  gene  therapy;  growth  factors  and  cell 
therapy  to  restore  bone;  and  results  suggesting  that  the  heart 
pumping  capacity  of  older  women  can  be  improved  by  physical  con- 
ditioning and  that  the  pattern  of  decreased  secretion  of  growth  hor- 
mone and  related  hormones  in  older  men  can  be  restored  to  that 
of  young  men  by  short-term  treatment  with  growth  hormones." 

Other  intramural  results  demonstrate  that  older  postmenopausal 
women  remain  responsive  to  the  bone-conserving  action  of  estrogen 
plus  progestin  treatment  and  suggest  that  optimal  benefits  to  re- 
duce osteoporosis  risk  may  be  attained  by  co-treatment  with  estro- 
gen/progestin  plus  growth  hormone.  Longer  term  studies  are 
planned  to  further  validate  these  results  and  to  clarify  underlying 
mechanisms.  Other  intramural  studies  have  been  designed  which 
could  yield  important  new  information.  These  include  a  series  of 
studies  to  evaluate  the  separate  and  interactive  effects  of  growth 
factors,  sex  steroid  hormones,  and  exercise  on  functional  capacity 
and  physiology  of  musculoskeletal  and  other  age-affected  systems 
in  older  women  and  men. 

Researchers  are  optimistic  that  one  of  the  benefits  of  FICSIT  will 
be  a  reduction  in  health  care  needs  and  costs.  Frailty  not  only  in- 
creases care  needs  because  of  the  loss  of  independence,  it  also  in- 
creases the  risk  of  falls,  the  most  common  cause  of  injury  in  older 
persons. 

6.  Geriatric  Training  and  Education 

Essential  to  effective,  high  quality,  long-term  and  other  health 
care  for  the  elderly  is  an  adequate  supply  of  well-trained  health 
care  providers,  including  physicians,  physicians'  assistants,  nurses, 
dentists,  social  workers,  and  gerontological  aides.  For  decades,  the 
Federal  Government  has  supported  the  education  and  training  of 
health  care  professionals  by  providing  financial  assistance  through 
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a  variety  of  Federal  and  State  agencies.  This  support  has  been  rel- 
atively unrestricted  and  unfocused,  and  aimed  at  increasing  the 
numbers  of  all  types  of  health  care  professionals. 

Congress  now  is  beginning  to  focus  more  attention  on  training 
and  education  for  geriatric  care,  although  funding  still  is  limited. 
The  Health  Professions  Special  Education  Initiatives  Program  has 
been  established  by  Congress  to  carry  out  high-priority  initiatives 
in  the  national  interest.  Funding  has  been  awarded  to  schools  and 
other  institutions  that  train  health  professionals  for  special  edu- 
cational training  programs  in  geriatrics,  health  economics,  health 
promotion,  and  disease  prevention,  and  computer-simulated  medi- 
cal procedures. 

Under  this  initiative,  geriatric  education  centers  (GECs)  provide 
short-term  multidisciplinary  faculty  training,  curriculum,  edu- 
cational resource  development,  and  other  assistance  in  affiliation 
with  other  educational  institutions,  hospitals,  nursing  homes,  Vet- 
erans' Administration  hospitals,  and  community-based  centers  for 
the  elderly.  Many  GECs  also  serve  as  geriatric  evaluation  units 
which  provide  clinical  training.  Congress  also  has  initiated  a  new 
trainee  and  fellowship  program  under  the  Public  Health  Service 
Act  to  initiate  in-depth  training  of  faculty  in  geriatrics  for  the  later 
training  of  future  health  care  providers  in  geriatrics. 

Although  the  Federal  Government  is  beginning  to  recognize  the 
current  and  future  need  for  health  care  professionals  trained  in 
geriatric  care,  it  has  yet  to  appropriate  significant  funding  for  geri- 
atric education  and  training.  This  lack  of  funding  poses  a  dilemma 
for  an  aging  society  in  which  demands  for  geriatric  and  related 
services  by  those  age  65  and  older  are  increasing  at  an  unprece- 
dented rate.  In  a  1987  report,  "Personnel  for  Health  Needs  of  the 
Elderly  Through  Year  2020,"  the  NIA  projected  that  use  of  services 
by  the  elderly  population  by  2020  will  be  more  than  twice  the  1980 
volume. 

NLA  also  predicted  that  older  adults  will  compose  up  to  two- 
thirds  of  the  practices  of  most  physicians  and  other  health 
caregivers.  Primary  care  practitioners  in  family  and  internal  medi- 
cine are  expected  to  continue  to  provide  most  of  the  medical  care 
for  the  aged.  NIA  also  predicted  that  the  demand  for  personnel  spe- 
cifically prepared  to  serve  older  people  will  greatly  exceed  the  cur- 
rent supply. 

If  current  medical  school  enrollments  remain  stable,  the  number 
of  practicing  physicians  in  the  year  2020  will  be  approximately 
850,000.  NIA  estimates  that  the  annual  rate  of  increase  of  physi- 
cian supply  between  1985  and  2020  will  be  slightly  less  than  the 
comparable  growth  rate  of  the  elderly  population  during  that  pe- 
riod. An  estimated  14,000  to  29,000  geriatricians  may  be  needed  by 
2020,  according  to  the  study. 

The  most  serious  shortage  is  in  the  number  of  faculty  members 
and  other  leaders  who  have  specialized  backgrounds  in  aging  and 
geriatrics  and  who  can  develop  and  teach  undergraduate,  graduate, 
in-service  and  continuing  geriatric  education  programs.  The  report 
stated  that  only  5  to  25  percent  of  the  teaching  faculty  and  re- 
searchers estimated  to  be  needed  to  develop  sufficient  education 
training  programs  are  currently  available. 
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Among  the  most  critical  health  care  issues  for  the  elderly  in  the 
future  are  the  personnel  and  training  needs  for  caregivers  who 
work  with  residents  in  nursing  homes.  Projections  through  the  year 
2000  of  the  need  for  full-time  registered  nurses  in  nursing  homes 
range  from  260,000  (about  three  times  the  staffing  levels  in  1983- 
84)  to  838,000.  The  estimates  of  demand  for  other  licensed  nursing 
personnel  range  from  300,000  to  339,000  and  for  nursing  aides,  the 
prediction  is  that  1  million  will  be  needed  by  the  year  2000. 

Inadequate  training  is  one  of  the  many  problems  facing  workers 
in  nursing  homes  and  private  homes,  according  to  the  Older  Wom- 
en's League.  These  1.5  million  workers,  mostly  middle-aged  women, 
receive  little  or  no  training,  according  to  OWL's  1988  report, 
"Chronic  Care  Workers:  Crisis  Among  Paid  Caregivers  of  the  Elder- 
ly." 

The  Education  Extension  Amendment  of  1992  (P.L.  102-408)  re- 
authorized the  program  that  provides  grants  and  contracts  to  GECs 
and  for  geriatric  training  projects  to  train  physicians  and  dentists 
who  plan  to  teach  geriatric  medicine  or  geriatric  dentistry.  There 
was  $17  million  authorized  for  these  programs  for  each  of  the  fiscal 
years  1993  through  1995.  Under  the  GEC  provisions,  grants,  and 
contracts  can  be  provided  to  health  professions  schools  for  training 
related  to  the  treatment  of  health  problems  of  the  elderly. 

The  appropriations  bill  for  fiscal  year  1993  provided  $10  million 
for  geriatric  training  programs,  $3.6  million  less  than  in  1992. 

7.  Social  Science  Research  and  the  Burdens  of  Caregiving 

Most  long-term  care  is  provided  by  families  at  tremendous  emo- 
tional, physical,  and  financial  cost.  The  NIA  conducts  extended  re- 
search in  the  area  of  family  caregiving  and  strategies  for  reducing 
the  burdens  of  care.  Research  is  beginning  to  describe  the  unique 
caregiving  experiences  by  family  members  in  different  cir- 
cumstances; many  single  older  spouses,  for  example,  are  providing 
round-the-clock  care  at  the  risk  of  their  own  health  and  adult  chil- 
dren are  often  trying  to  balance  the  care  of  their  aged  parents,  as 
well  as  the  care  for  their  own  children. 

Families  must  often  deal  with  a  confusing  and  changing  array  of 
formal  health  and  supportive  services.  For  example,  older  people 
are  currently  being  discharged  from  acute  care  settings  with  severe 
conditions  that  demand  specialized  home  care.  Respirators,  feeding 
tubes,  and  catheters,  which  were  once  the  purview  of  skilled  profes- 
sionals, are  now  commonplace  in  the  home. 

The  employed  caregiver  is  becoming  an  increasingly  common 
long-term  care  issue.  This  issue  came  to  the  forefront  during  legis- 
lative action  on  the  "Family  and  Medical  Leave  Act."  While  many 
thought  of  this  only  as  a  child  care  issue,  elderly  parents  are  also 
in  need  of  care.  Adult  sons  and  daughters  report  having  to  leave 
their  jobs  or  take  extended  leave  due  to  a  need  to  care  for  a  frail 
parent. 

While  the  majority  of  families  do  not  fall  into  this  situation,  it 
will  be  a  growing  problem.  Additional  research  is  needed  to  balance 
work  obligations  and  family  responsibilities.  A  number  of  employ- 
ers such  as  AT&T,  Stride-Rite,  and  Travelers  have  begun  to  design 
innovative  programs  to  decrease  employee  caregiver  problems. 
Some  of  these  include  the  use  of  flex-time,  referral  to  available 
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services,  adult  day  care  centers,  support  groups,  and  family  leave 
programs. 

While  clinical  research  is  being  conducted  to  reduce  the  need  for 
long-term  care,  a  great  need  exists  to  understand  the  social  impli- 
cations that  the  increasing  population  of  older  Americans  is  having 
on  society  as  a  whole. 

D.  PROGNOSIS 

Within  the  past  50  years,  there  has  been  an  outstanding  im- 
provement in  the  health  and  well-being  of  the  American  people. 
Some  once-deadly  diseases  have  been  controlled  or  eradicated,  and 
the  survival  rates  for  victims  of  heart  disease,  stroke,  and  cancer 
have  improved  dramatically.  Many  directly  attribute  this  success  to 
the  Federal  Government's  longstanding  commitment  to  the  support 
of  biomedical  research. 

The  demand  for  long-term  care  will  continue  to  grow  as  the  pop- 
ulation ages.  Alzheimer's  disease,  for  example,  is  projected  to  dou- 
ble before  the  end  of  the  century  and  quadruple  by  the  year  2040 
if  biomedical  researchers  do  not  identify  the  cause  and  develop  ef- 
fective treatments.  For  the  first  time,  however,  Federal  appropria- 
tions for  Alzheimer's  disease  research  will  surpass  the  $200  million 
mark.  The  increased  support  for  this  debilitating  disease  indicates 
a  recognition  by  Congress  of  the  extreme  costs  associated  with  Alz- 
heimer's disease.  It  is  essential  that  the  appropriation  level  for 
aging  research  remains  consistent  in  order  to  follow  promising  re- 
search that  could  lead  to  treatments  and  possible  prevention  of  Alz- 
heimer's disease  and  other  related  dementias  and  many  other  cost- 
ly diseases,  such  as  cancer  and  diabetes. 

Various  studies  have  highlighted  the  fact  that  although  research 
may  appear  to  focus  on  older  Americans,  benefits  of  the  research 
are  reaped  by  the  population  as  a  whole.  Much  research,  for  exam- 
ple, is  being  conducted  on  the  burdens  of  caregiving  on  informal 
caregivers.  Research  into  the  social  sciences  needs  to  be  expanded 
as  more  and  more  families  are  faced  with  caring  for  a  dependent 
parent  or  relative. 

Finally,  research  must  continue  to  recognize  the  needs  of  special 
populations.  Too  often,  conclusions  are  based  on  research  that  does 
not  appropriately  represent  minorities  and/or  women.  Expanding 
the  number  of  grants  to  examine  special  populations  is  essential  in 
order  to  gain  a  more  complete  understanding  of  such  chronic  condi- 
tions as  Alzheimer's  disease,  osteoporosis,  and  Parkinson's  disease. 


Chapter  13 


HOUSING  PROGRAMS 

OVERVIEW 

The  growing  need  for  affordable  and  adequate  housing  for  the  el- 
derly continues  to  be  a  major  social  policy  concern,  especially  for 
those  with  low  and  moderate  incomes.  The  recent  recession  has 
only  exacerbated  the  problem.  The  recent  Presidential  election  did 
help  to  create  a  public  awareness  of  this  issue.  The  candidates  ex- 
pressed a  strong  desire  to  respond  to  the  challenges  of  increasing 
the  rate  of  homeownership  and  affordability  of  housing  by  commit- 
ting expanded  resources  for  housing  and  community  development 
programs. 

A  lingering  problem  is  the  increasing  need  for  supportive  services 
and  special  living  arrangements  for  older  persons  whose  abilities  to 
live  independently  have  diminished.  Approximately  20.9  million 
households  in  the  United  States  are  headed  by  persons  65  years  of 
age  or  older,  and  8.9  million  are  headed  by  persons  over  75.  In- 
creasing numbers  of  elderly  persons  are  "aging  in  placen  in  feder- 
ally assisted  housing  and  other  publicly  supported  housing  units. 
Without  key  supportive  services  such  as  meals  and  various  thera- 
pies, these  people  face  the  possibility  of  leaving  their  homes  for 
more  restrictive  living  environments,  including  nursing  homes. 

Elderly  renters  comprise  approximately  one-fourth  of  all  elderly 
households,  and  two-thirds  of  renters  are  single.  Some  4  million  el- 
derly households  spend  more  than  35  percent  of  their  incomes  on 
housing.  For  many  of  the  Nation's  elderly,  their  home  is  their  only 
asset.  Three  out  of  every  four  elderly  headed  households  own  their 
homes;  more  than  80  percent  of  them  mortgage  free.  These  factors 
have  contributed  to  the  interest  in  innovative  housing  arrange- 
ments, such  as  home  equity  conversion  plans. 

During  the  102nd  Congress,  a  $66.5  billion  2-year  reauthoriza- 
tion of  housing  programs  was  signed  into  law  by  President  Bush. 
This  housing  bill,  created  in  early  1992,  was  mainly  initiated  to 
fine-tune  programs  implemented  by  the  Cranston-Gonzalez  Na- 
tional Affordable  Housing  Act  of  1990.  The  focus  was  on  programs 
that  enabled  people  to  own  their  own  homes.  However,  as  the  year 
passed,  events  happened  that  resulted  in  the  legislation  growing  to 
include  proposals  targeting  community  revitalization.  Another 
issue  that  caused  this  legislation  to  gain  momentum  is  the  con- 
troversial "mixed  housing"  debate.  Many  public  and  subsidized 
housing  complexes  once  solely  consisting  of  elderly  residents  expe- 
rienced outbreaks  of  violence  as  younger  disabled  residents,  many 
recovering  drug  abusers  and  mentally  disabled,  moved  in. 
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The  HOME  Investment  Partnership  Act,  which  was  the  corner- 
stone of  the  Cranston-Gonzalez  National  Affordable  Housing  Act  of 
1990,  continues  to  be  a  program  of  great  importance  for  establish- 
ing affordable  housing.  This  provision  establishes  a  block  grant  to 
localities  and  States  under  HUD's  general  supervision.  The  HOME 
program  is  a  reaction  to  a  widely  held  belief  that  HUD  administra- 
tion of  housing  assistance  has  been  rigid  and  unresponsive  to  vary- 
ing local  markets  and  needs.  Included  in  this  provision  is  a  set- 
aside  for  construction  of  affordable  housing,  but  the  majority  of 
funds  will  be  used  to  renovate  existing  housing  projects. 

The  Homeownership  and  Opportunity  for  People  Everywhere 
(HOPE)  programs  provide  the  opportunity  for  tenants  to  purchase 
subsidized  housing  of  various  types,  including  public  housing.  The 
HOPE  programs,  developed  by  tne  Bush  Administration,  are  criti- 
cized, however,  by  many  housing  advocates  as  providing  a  means 
to  "sell  off  the  limited  public  housing  stock." 

Some  longstanding  housing  problems  were  settled  with  the  pas- 
sage of  the  1990  Act,  in  particular,  the  issue  of  prepayment.  A 
mejor  housing  concern  during  the  past  several  years  has  been  the 
imminent  threat  of  the  loss  of  hundreds  of  thousands  of  units  sub- 
sidized under  the  Section  221(dX3)  and  236  programs.  Although 
these  loans  or  mortgages  have  a  term  of  30  to  40  years,  they  con- 
tain a  provision  permitting  owners  to  pay  off  the  mortgage  after  20 
years,  thereby  ending  Federal  restrictions  over  the  use  of  the  prop- 
erty to  benefit  low-  or  moderate-income  households.  The  new  law 
requires  HUD  to  offer  incentives  to  owners  to  continue  renting  to 
low-income  households,  or  to  people  to  purchase  the  property  and 
continue  to  provide  such  use.  In  very  limited  circumstances,  owners 
will  be  able  to  prepay,  but  this  will  undoubtedly  be  the  exception. 

A.  RENTAL  ASSISTANCE  PROGRAMS 

Beginning  in  the  1930's  with  the  Low-Rent  Public  Housing  Pro- 
gram, the  Federal  role  in  housing  for  low-  and  moderate-income 
households  has  expanded  significantly.  In  1949,  Congress  adopted 
a  national  housing  policy  calling  for  a  decent  home  and  suitable  liv- 
ing environment  for  every  American  family.  The  Federal  Govern- 
ment has  developed  a  variety  of  tools  and  programs  in  an  effort  tc 
achieve  this  goal.  One  approach  has  been  to  provide  housing  di- 
rectly through  rental  assistance  payments  aimed  at  providing  ade- 
?[uate  and  affordable  housing  for  those  who  could  not  otherwise  af- 
brd  it. 

Heightened  concern  with  elderly  related  housing  issues  had  its 
origins  in  1950  when  the  first  National  Conference  on  Aging  rec- 
ommended greater  Federal  emphasis  on  the  housing  needs  of  oldei 
persons.  It  took  almost  10  years,  however,  for  legislation  to  be  en- 
acted that  would  eventually  target  the  elderly  as  beneficiaries  foi 
such  housing  assistance. 

Although  low-income  public  housing  created  under  the  Housing 
Act  of  1937  was  not  intended  initially  to  provide  special  assistance 
for  the  elderly,  it  began  to  evolve  into  one  of  the  principal  forms 
of  Federal  assistance  for  low-income  older  persons  in  the  late 
1950's.  Prior  to  1956,  persons  65  years  and  older  occupied  only  1C 
percent  of  all  low-income  public  housing  units.  Between  1956  and 
1959,  however,  several  legislative  changes  were  made  to  encourage 
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construction  of  units  for  the  elderly.  For  example,  the  first  housing 
program  specifically  designed  for  the  elderly,  the  Section  202  pro- 
gram, was  enacted  in  1959.  As  a  result,  the  percentage  of  public 
housing  units  occupied  by  the  elderly  increased  to  19  percent  in 
1964  and  to  45  percent  in  1988. 

In  the  mid-1970's,  Congress  significantly  expanded  Federal  hous- 
ing assistance  to  the  elderly.  The  Section  202  elderly  housing  pro- 
gram was  reinstated  after  being  phased  out  in  the  late  1960's,  and 
the  Section  8  housing  assistance  program  was  enacted.  Although 
not  specifically  targeted  to  the  elderly,  Section  8  has  become  one 
of  the  two  major  sources  of  assisted  housing  units  occupied  by 
those  65  years  of  age  and  older. 

1.  Supportive  Housing  for  the  Elderly 

A  major  element  of  the  Housing  and  Community  Development 
\ct  of  1992  (HCDA  92)  addresses  a  problem  that  was  not  envi- 
sioned when  housing  policy  was  developed  during  the  1930's,  the 
phenomenon  referred  to  as  "aging  in  place."  As  tenants  of  assisted 
dousing  grow  older,  they  often  become  more  frail  and  less  inde- 
pendent. In  time,  many  of  these  individuals,  in  the  absence  of  var- 
ious services,  such  as  home-delivered  meals  and  help  with  personal 
needs,  are  forced  to  leave  their  residences,  typically  to  go  into  a 
nursing  home.  This  problem  has  grown  in  significance  over  the 
past  years,  and  the  so-called  "graying  of  America"  ensures  that  it 
will  become  increasingly  more  important  in  the  years  to  come.  Title 
^1  of  the  new  housing  legislation,  "Housing  for  Elderly  Persons  and 
Persons  With  Disabilities"  stresses  the  need  for  supportive  services 
to  ensure  independent  living  for  the  frail  elderly.  This  Act  will  help 
to  provide  a  means  for  residents  who  with  modest  forms  of  support- 
ive services  or  with  appropriate  modifications  to  their  apartment, 
such  as  handrails  or  grab  bars,  can  continue  to  live  in  their  homes. 

Since  1971,  public  housing  authorities  have  had  the  authority  to 
use  Federal  funds  for  the  provision  of  dining  facilities  and  equip- 
ment in  public  housing  projects.  No  subsidy  was  to  be  provided  to 
cover  the  cost  of  meals  and  other  services.  To  date,  there  has  been 
little  development  of  these  congregate  facilities.  This  is  due  to  a  va- 
riety of  reasons,  including  local  housing  agencies  having  had  little 
experience  in  managing  the  necessary  services,  almost  no  Federal 
encouragement  and  support,  and  no  assurance  of  funds  to  pay  for 
the  services  on  an  ongoing  basis.  Most  services  have  been  provided 
by  local  service  agencies  funded  by  the  Older  Americans  Act,  Med- 
icaid, and  the  Title  XX  Social  Services  Act. 

Section  202  projects  were  not  intended  to  be  either  intermediary 
care  facilities  or  standard  apartment  rental  units.  Instead  they 
were  meant  to  provide  shelter  plus  services  appropriate  to  the 
needs  of  the  elderly  and  handicapped.  Although  Section  202 
projects  for  the  elderly  originally  were  designed  to  serve  healthy 
Dlder  persons,  survey  results  show  that  the  majority  of  Section  202 
tenants  are  "aging  in  place"  and  are  now  in  need  of  more  support- 
ive-type services  than  when  they  entered  the  projects.  This  is  also 
true  for  many  tenants  of  public  housing. 

Although  an  average  of  six  on-site  services  are  offered  per 
project,  the  types  of  services  (such  as  personal  care  and  house- 
keeping) that  will  enable  the  "aging  in  place"  population  to  remain 


264 


independent  are  offered  on  a  very  limited  and  fragmented  basis. 
There  is  no  Section  202  services  model  that  applies  to  all  projects 
in  this  program.  As  a  result,  project  sponsors  are  free  to  interpret 
service  needs  however  they  choose. 

In  1991,  31.8  million  people  (12.6  percent  of  the  population)  were 
65  years  of  age  or  older.  Of  these,  1.7  million  were  living  in  nursing 
homes.  Since  the  disabilities  of  nursing  home  residents  vary  from 
old  age  to  severe  handicaps,  many  of  these  people  may  be  can- 
didates for  congregate  housing.  While  there  is  no  way  of  precisely 
estimating  the  number  of  elderly  persons  who  need  or  prefer  to  live 
in  congregate  facilities,  groups  such  as  the  Gerontological  Society 
of  America  and  the  AARP  have  estimated  that  a  large  number  of 
people  over  65  and  not  living  in  institutions  or  nursing  homes 
would  choose  to  relocate  to  congregate  housing  if  possible. 

According  to  a  1989  report  by  the  Urban  Institute,  "Providing 
Supportive  Services  To  The  Frail  Elderly  In  Federally  Assisted 
Housing,"  an  estimated  105,000  residents  of  assisted  housing  who 
are  age  65  and  over  require  help  in  at  least  one  activity  of  daily 
living.  According  to  the  same  report,  this  number  represents  "less 
than  one-third  of  elderly  assisted  housing  residents  who  have  some 
degree  of  frailty." 

Since  funding  for  housing  programs  has  been  reduced  dramati- 
cally in  recent  years,  some  States  have  established  their  own  hous- 
ing initiatives,  including  congregate  housing  programs  in  an  effort 
to  provide  their  elderly  citizens  with  needed  care  without  relying 
on  Federal  funds.  In  the  last  few  years,  private  developers  have 
shown  a  growing  interest  in  development  of  congregate  housing. 
Congregate  housing  appears  to  be  a  viable  alternative  for  housing 
the  semi-independent  elderly. 

The  Congregate  Housing  Services  Program  (CHSP)  was  origi- 
nally authorized  in  1978  as  a  demonstration  program.  The  program 
was  designed  to  help  the  elderly  remain  in  rented  dwellings  as  they 
age,  rather  than  be  institutionalized.  During  the  demonstration, 
HUD  extended  multiyear  grants  (3-5  years)  to  eligible  public  hous- 
ing agencies  and  nonprofit  Section  202  sponsors  for  meals  and, 
other  support  services  for  frail  elderly  and  nonelderly  handicapped 
residents.  The  HCDA  92  made  CHSP  a  permanent  program.  As  of 
the  end  of  fiscal  year  1993,  56  grantees  were  in  operation,  serving 
approximately  1,920  residents.  The  HUD  budget  for  1994  is  re- 
questing $6.3  million  for  1994  to  assist  those  programs  already  in 
operation. 

Under  the  National  Affordable  Housing  Act,  the  revised  con- 
gregate housing  services  program  must  be  coordinated  on  site  and 
must  provide  meal  services  which  meet  at  least  one-third  of  the  nu- 
tritional needs  of  the  eligible  residents.  In  addition  to  the  meal  pro- 
gram, other  appropriate  services  include  personal  care,  transpor- 
tation, chore  services,  housekeeping,  grooming,  case  management, 
nonmedical  counseling,  and  medication  assistance.  The  services 
provided  must  reflect  the  wants  and  needs  of  the  elderly  residents. 

In  an  attempt  to  promote  independence  among  the  housing  resi- 
dents, each  housing  project  that  receives  assistance  under  the  con- 
gregate housing  services  program  must,  to  the  maximum  extent 
possible,  employ  older  and  disabled  adults  who  are  residents  to  pro- 
vide the  services.   These  individuals  would  be  paid  wages  that 
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would  not  be  lower  than  the  higher  of  the  minimum  wage  under 
:he  Fair  Labor  Standards  Act  of  1938,  the  State  or  local  minimum 
wage,  or  the  prevailing  wage  rates  for  persons  employed  in  similar 
public  occupations. 

Included  in  the  Bush  Administration's  major  housing  program, 
flomeownership  and  Opportunity  for  People  Everywhere  (HOPE)! 
was  a  demonstration  project  to  provide  vouchers  and  certificates  to 
mable  low-income  frail  elderly  persons  to  help  pay  for  needed  sup- 
portive services.  As  part  of  this  demonstration  project,  HOPE  for 
Elderly  Independence,  the  Secretary  could  also  provide  for  services 
n  connection  with  existing  contracts  for  vouchers  and  certificates. 
During  the  5-year  demonstration,  only  1,500  certificates  and  vouch- 
ers can  be  provided  for  housing  assistance.  Funding  for  the  sup- 
>ortive  services  will  be  as  follows:  The  Secretary  would  provide  40 
>ercent,  the  public  housing  agency  would  ensure  the  provision  of 
it  least  50  percent,  and  each  frail  elderly  person  would  pay  10  per- 
:ent  of  the  costs  of  the  supportive  services  that  he  or  she  receives, 
except  that  no  frail  elderly  person  could  be  required  to  pay  an 
imount  that  exceeds  20  percent  of  his  or  her  income.  If  this  20  per- 
:ent  limitation  results  in  the  elderly  person  paying  less  than  10 
>ercent  of  the  cost  of  providing  the  services,  the  remaining  costs 
vould  be  divided  equally  between  the  Secretary  and  the  public 
lousing  agency. 

2.  Section  202 

The  Section  202  program  provides  rental  housing  designed  spe- 
ifically  for  the  elderly.  In  addition,  it  is  the  primary  Federal  fi- 
lancing  vehicle  for  constructing  subsidized  rental  housing  for  el- 
lerly  and  handicapped  persons.  The  National  Affordable  Housing 
^ct  included  a  major  restructuring  of  the  Section  202  program  for 
dderly  and  disabled  persons.  As  previously  stated,  the  purpose  of 
he  program  is  to  enable  elderly  persons  to  live  independently  by 
ixpanding  the  supply  of  affordable  housing  designed  to  accommo- 
late  their  special  needs  through  the  provision  of  supportive  serv- 
ces. 

The  original  Section  202  program  operated  from  1959  to  1969, 
vhen  it  was  phased  out  in  favor  of  other  programs.  During  this  10- 
ear  period,  the  program  provided  construction  financing  and  50- 
ear  loans  at  3-percent  interest  to  nonprofit  and  limited-dividend 
ponsors  of  housing  for  low-  and  moderate-income  elderly  and 
tandicapped  persons.  Approximately  45,000  units  were  con- 
tracted. 

Under  the  revised  Section  202  program  authorized  in  1974,  loans 

0  sponsors  were  made  at  a  rate  based  on  the  average  interest  rate 

1  all  interest-bearing  obligations  of  the  United  States  forming  a 
•art  of  the  public  debt,  plus  an  amount  to  cover  administrative 
osts. 

The  Section  202  program  is  the  most  visible  elderly  housing  pro- 
ram.  Overall,  it  is  considered  one  of  the  most  successful  of  all  as- 
isted  housing  programs.  Moreover,  it  now  accounts  for  virtually  all 
hat  remains  of  federally  assisted  new  construction  for  low-income 
Americans. 

Because  Section  202  is  one  of  the  few  Federal  housing  programs 
/here  new  construction  is  taking  place,  it  is  likely  that  the  pro- 
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gram  will  continue  to  be  the  focus  of  attention  from  the  various 
groups  in  need  of  housing.  While  most  housing  advocates  agree 
that  the  elderly  are  but  one  of  several  segments  of  the  population 
in  need  of  safe  and  affordable  housing,  many  feel  it  is  tragic  that 
those  concerned  about  the  housing  needs  of  a  particular  segment  ' 
of  our  population  find  themselves  competing  for  scarce  housing  dol- 
lars. 

The  Cranston-Gonzalez  National  Affordable  Housing  Act  re- 
sponded to  many  of  the  concerns  over  past  housing  policy  strategies 
in  the  Section  202  program.  Most  notably,  the  Section  202  program 
was  revised  to  ensure  that  housing  developed  under  the  program 
would  be  designed  to  accommodate  the  special  physical  and  other 
needs  of  elderly  persons.  To  achieve  this,  the  Section  202(h)  pro- 
gram for  persons  with  disabilities  was  fully  separated  from  the  el- 
derly program.  HUD  appropriations  for  fiscal  year  1992  funded 
housing  for  elderly  persons  with  special  physical  needs,  now  called 
Section  811,  with  $203  million  in  capital  grants  and  rental  assist- 
ance for  1,850  units. 

The  Housing  and  Community  Development  Act  of  1992  ad- 
dressed the  problem  of  housing  mixed  populations  (elderly  and  dis- 
abled) in  Section  202  projects.  The  Act  permits  owners  of  assisted 
housing  which  was  designed  primarily  for  occupancy  by  elderly 
families  (such  as  Section  202  units)  to  provide  a  preference  in  rent- 
ing to  elderly  families.  If  there  are  insufficient  elderly  family  appli- 
cants, the  owner  may  give  a  secondary  preference  to  near  elderly 
families  (head  of  household  over  50)  who  are  disabled.  If  the  owner 
of  a  Section  202  project  elects  to  do  this,  he  must  reserve  the  per- 
cent of  units  occupied  by  the  nonelderly  disabled  in  that  project  as 
of  January  1,  1992,  or  at  least  10  percent  of  the  units  in  that 
project,  whichever  would  be  less. 

The  Housing  and  Community  Development  Act  of  1992  also  pro- 
vided authorization  for  service  coordinators  in  housing  with  mixed 
populations  or  persons  with  disabilities.  The  National  Affordable 
Housing  Act  had  already  authorized  service  coordinators  for 
projects  occupied  by  the  elderly  in  1990.  Service  coordinators  can 
be  part  of  the  management  staff,  or  can  be  provided  under  contract 
to  a  service  agency.  In  developing  a  service  coordination  program, 
the  management  should  consult  with  tenants  or  tenant  groups. 

As  of  fiscal  year  1992,  the  means  of  financing  Section  202  hous- 
ing for  the  elderly  changed  to  a  direct  grant  and  provision  of  oper- 
ating assistance  in  place  of  the  current  loan  and  Section  8  methods 
of  subsidy.  The  provision  of  supportive  services,  including  those 
needed  by  the  frail  elderly,  is  required.  Services  to  nonresidents  are 
permissible  if  it  would  not  adversely  affect  the  cost  effectiveness  or 
the  operation  of  the  project. 

Other  changes  to  Section  202  include  the  establishment  of  tenant 
rents  as  the  highest  of  the  following  amounts:  30  percent  of  a  per- 
son's adjusted  income,  10  percent  of  a  person's  monthly  income,  or 
the  shelter  rent  payment  as  determined  by  welfare  assistance  if  the 
person  receives  such  assistance.  The  revised  congregate  housing 
services  program  contains  a  number  of  substantive  and  technical 
changes,  as  discussed  in  the  previous  section. 

The  Section  202  program  has  undergone  numerous  changes  since 
its  inception  in  1959,  including  the  most  recent  separation  of  the 
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elderly  and  disabled  programs.  The  changes  to  the  financing  of  the 
program  are  realized  in  the  fiscal  year  1992  appropriation  levels. 
Capital  advances  for  Section  202  received  $659  million  for  fiscal 
year  1992,  and  rental  assistance  received  $363  million.  Despite  the 
criticism  of  the  program,  it  continues  to  receive  funding  and  sup- 
port from  Congress,  which  enables  Section  202  to  provide  decent, 
safe,  and  sanitary  housing  for  the  elderly.  HUD  appropriations  for 
fiscal  year  1994  are  $1.16  billion  in  capital  advances  and  rental  as- 
sistance for  9,000  units  of  housing  for  the  elderly. 

3.  Public  Housing 

Conceived  during  the  Great  Depression  as  a  means  of  aiding  the 
ailing  construction  industry  and  providing  decent,  low-rent  housing 
for  the  families  of  unemployed  blue-collar  workers,  the  Nation's 
Public  Housing  Program  has  burgeoned  into  a  system  that  includes 
1.4  million  units,  housing  more  than  3.7  million  people.  In  fiscal 
year  1994,  $4.2  billion  was  appropriated  for  public  housing  for  op- 
erating subsidies,  construction  debts,  and  major  repairs. 

The  Low-Rent  Public  Housing  Program  is  the  oldest  of  those  Fed- 
eral programs  providing  housing  for  the  elderly.  Approximately  45 
percent  of  the  Nation's  public  housing  units  are  occupied  by  older 
Americans.  It  is  a  federally  financed  program  operated  by  State- 
chartered  local  Public  Housing  Authorities  (PHAs).  Each  PHA  usu- 
ally owns  its  own  projects.  By  law,  the  PHAs  can  acquire  or  lease 
any  real  property  appropriate  for  low-income  housing.  They  also 
are  authorized  to  issue  notes  and  bonds  to  finance  the  acquisition, 
construction,  and  improvement  of  projects. 

Until  recently,  Federal  assistance  to  public  housing  projects  was 
in  the  form  of  annual  contributions  used  to  defray  the  PHAs'  debt. 
Beginning  in  fiscal  year  1987,  funding  for  development  and  mod- 
ernization was  provided  through  capital  grants,  rather  than  financ- 
ing of  long-term  debt.  Originally,  funding  of  capital  costs  was  the 
only  form  of  Federal  public  housing  assistance.  It  was  assumed 
that  tenants'  rents  would  cover  project  operating  costs  for  such 
items  as  management,  maintenance,  and  utilities.  Rents  were  origi- 
nally set  for  each  apartment  regardless  of  income,  then  limited  to 
25  percent  of  adjusted  income,  and  are  now  30  percent  of  adjusted 
income.  Tenant  rents,  however,  have  not  kept  pace  with  increased 
operating  expenses. 

About  one-third  of  all  the  units  in  federally  assisted  housing 
were  developed  under  and  continue  to  be  operated  within  the  Pub- 
lic Housing  Program.  It  has  been  by  far  the  largest  program  for  the 
production  of  housing  for  low-income  families.  In  recent  years,  sub- 
stantial dissatisfaction  with  the  program  has  been  voiced  from  sev- 
eral quarters,  including  Congress,  about  the  condition  of  the 
projects  and  their  management;  from  PHAs  about  their  rising  costs 
and  the  inadequate  funding  levels  for  operation  and  modernization; 
and  from  the  OMB  about  ever-burgeoning  outlays. 

Another  critical  problem  in  public  housing  is  the  lack  of  con- 
gregate services  for  tenants  who  have  "aged  in  place"  and  need 
supportive  services  to  continue  living  independently.  A  1986  study 
on  aging  in  place  in  public  housing  projects  found  that  the  elderly 
in  public  housing  are  more  likely  than  other  elderly  to  live  alone, 
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and  that  15  percent  of  the  elderly  households  had  at  least  one  dis- 
abled member.1 

About  50  percent  of  the  PHAs  surveyed  did  not  regularly  collect 
any  information  about  their  elderly  residents5  functional  levels, 
medical  histories,  or  service  use  or  needs.  PHAs  provide  some  serv- 
ices directly  or  through  contracts  with  provider  agencies  in  about 
half  of  all  elderly  developments  and  about  30  percent  of  all  family 
developments.  Only  about  40  percent  of  the  developments  have  on- 
site  tenant  services  staff  provided  by  the  PHA;  20  percent  of  the 
PHAs  report  that  no  services  or  referrals  are  available  except  on 
an  emergency  basis  in  elderly  developments.  While  a  high  propor- 
tion of  developments  have  some  services  available  that  are  used  by 
some  residents,  there  is  evidence  that  these  services  may  often  only 
reach  a  few  residents,  leaving  a  large  unmet  need. 

Under  the  1990  National  Affordable  Housing  Act,  Congress  es- 
tablished service  coordinators  as  eligible  costs  for  operating  sub- 
sidies. In  addition,  up  to  15  percent  of  the  cost  of  providing  services 
to  the  frail  elderly  in  public  housing  is  an  eligible  operating  subsidy 
expense.  Services  may  include  meal  services,  housekeeping  and 
chore  assistance,  personal  care,  laundry  assistance,  transportation, 
and  health-related  services.  Although  this  is  an  eligible  cost,  it  is 
not  required  and  therefore  does  not  have  a  separate  authorization. 

The  Housing  and  Community  Development  Act  of  1992  addresses 
the  problem  of  housing  mixed  populations  (elderly  and  disabled)  in 
public  housing  projects.  This  seems  to  have  become  a  concern  in 
part  because  of  the  broadened  definition  of  "disability"  to  include 
alcohol  and  drug  abusers,  and  increasing  numbers  of  mentally  dis- 
abled persons  who  are  not  being  treated  in  hospitals.  Also,  by  defi- 
nition, in  Section  3  of  the  Housing  Act  of  1937  which  authorized 
public  housing,  elderly  families  and  disabled  families  were  included 
in  one  term. 

The  1992  Act  provided  separate  definitions  for  elderly  and  dis- 
abled persons.  It  also  permits  public  housing  authorities  (PHAs)  to 
designate  housing  for  separate  or  mixed  populations  within  certain 
limitations  to  ensure  that  no  resident  of  public  housing  is  discrimi- 
nated against  or  disadvantaged  in  any  way. 

Persons  already  occupying  public  housing  units  cannot  be  evicted 
in  order  to  achieve  this  separation  of  populations.  However,  tenants 
can  request  a  change  to  buildings  designated  for  occupancy  for  just 
elderly  or  disabled  persons.  Housing  authorities  may  also  offer  in- 
centives to  tenants  to  move  to  designated  buildings,  but  they  must 
ensure  that  tenants'  decisions  to  do  so  are  strictly  voluntary. 

4.  Section  8 

The  Section  8  rental  assistance  program  was  created  in  1974  to 
provide  subsidized  housing  to  families  with  incomes  too  low  to  ob- 
tain decent  housing  in  the  private  market.  Under  this  program, 
subsidies  were  paid  to  landlords  on  behalf  of  eligible  tenants  to  not 
only  assist  tenants  paying  rents  in  existing  housing,  but  also  for 
promoting  new  construction  and  substantial  rehabilitation.  Section 
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8,  however,  came  to  be  seen  as  excessively  costly,  particularly  costs 
associated  with  new  construction  and  rehabilitation.  As  a  result, 
authority  to  enter  into  new  contracts  for  assistance  to  new  or  sub- 
stantially rehabilitated  units  was  eliminated  in  1983. 

The  concern  over  the  Federal  deficit  has  forced  the  Federal  Gov- 
ernment to  reassess  the  cost  effectiveness  of  many  housing-related 
programs,  including  the  new  housing  construction  programs.  Sec- 
tion 8  was  not  designed  originally  to  provide  any  form  of  direct 
subsidy  to  project  sponsors  in  meeting  their  costs  of  construction 
and  financing,  but  was  structured  to  stimulate  construction  by 
guaranteeing  that  low-income  occupants  would  be  subsidized 
through  rental  assistance  programs,  thereby  assuring  occupancy — 
and  rental  income — for  the  developed  units. 

Shortly  after  the  start  of  the  program,  developers  found  they  had 
difficulty  in  keeping  their  rents  below  those  established  by  HUD's 
fair  market  rents,  largely  because  of  the  high  mortgage  rates  pre- 
vailing in  the  late  1970's.  Consequently,  effective  rates  were  low- 
ered for  most  projects,  either  by  the  Government  National  Mort- 
gage Association's  (Ginnie  Mae)  purchase  of  mortgages  under  its 
special  function,  or  by  financing  from  State  housing  financing  agen- 
cies or  from  public  housing  agencies,  both  of  which  obtained  funds 
from  sale  of  tax-exempt  bonds.  Ginnie  Mae  exhausted  its  available 
funds,  and  it  became  evident  in  1981  that  increased  rates  in  the 
tax-exempt  market  were  threatening  to  halt  assisted  housing  pro- 
duction. By  the  end  of  1982,  limited  additional  assistance  had  been 
provided  to  projects  financed  through  State  housing  finance  agen- 
cies by  means  of  the  finance  adjustment  factors  which,  in  effect, 
raised  permissible  rents  over  the  fair  market  rent  level.  The  rel- 
atively high  subsidy  cost  arising  from  both  the  high  rent  levels  re- 
quired to  cover  construction  costs  and  the  additional  indirect  sub- 
sidy to  lower  interest  rates  caused  increasing  concern  in  the  admin- 
istration and  Congress.  Finally,  in  the  Housing  Act  of  1983,  the 
Section  8  new  construction  program  was  repealed  except  for  that 
attached  to  the  Section  202  program. 

While  the  production  component  of  the  Section  8  program  has 
seen  viewed  as  unsuccessful  because  of  its  cost,  the  existing  hous- 
ng  component  of  the  Section  8  program  generally  has  been  alluded 
to  as  a  successful  form  of  assistance.  Under  the  original  Section  8 
existing  housing  program,  HUD  paid  the  difference  between  30  per- 
cent of  an  assisted-housing  tenant's  income  and  the  contract  rent 
which  was  limited  to  the  fair  market  rent  standard  for  the  jurisdic- 
tion, with  some  exceptions  permitting  up  to  120  percent  of  the  fair 
market  rent.  Until  1983,  these  payments  were  made  through  what 
is  called  the  "certificate"  program.  A  variant,  the  "voucher"  pro- 
gram, is  now  also  used.  The  differences  between  the  two  are  de- 
scribed below. 

Data  on  the  characteristics  of  assisted  families,  market  areas  in 
which  the  program  operates,  units  assisted,  and  other  information 
necessary  for  evaluation  of  the  success  of  or  difficulties  in  the  Sec- 
tion 8  program  have  been  extremely  difficult  or  impossible  to  ob- 
tain for  HUD  records.  Public  Law  101-625  required  HUD  to  main- 
tain such  information  in  an  automated  system,  but  work  on  its  es- 
tablishment is  not  yet  complete.   In  addition,  the  findings  from 
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these  data  must  be  reported  with  recommendations  for  any  appro- 
priate legislative  or  administrative  actions. 

The  program  received  $600  million  for  an  estimated  17.6  thou- 
sand incremental  Section  8  certificates  and  $581  million  for  an  esti- 1 
mated  17.9  thousand  vouchers  in  appropriations  for  1993. 

5.  Section  8  Certificates  and  Vouchers 

Traditional  public  housing  assistance  to  low-income  families  of- 
fers few  choices  as  to  the  location  and  type  of  housing  units  de- 
sired. Section  8  certificates  limit  the  market  rent,  and  hence  qual- 
ity, of  units  which  a  family  can  obtain,  even  if  it  would  prefer  to 
pay  more  rent  for  a  higher  quality  dwelling.  As  a  solution  to  these 
problems,  the  Reagan  Administration  strongly  pushed  for  a  system 
under  which  low-income  families  received  vouchers  similar  to  food 
stamps.  The  Bush  Administration  continued  this  effort.  Vouchers 
are  intended  to  enable  a  family  to  rent  housing  in  the  private  mar- 
ket of  whatever  quality  it  prefers,  assisted  by  a  Federal  payment 
transmitted  through  a  local  public  housing  agency  to  a  landlord. 

The  Housing  Act  of  1983  continued  existing  Section  8  certificates, 
but  also  established  a  Section  8(o)  voucher  demonstration  program. 
Use  of  the  15,000  vouchers  authorized  by  the  Act  was  limited  pri- 
marily to  HUD's  Rental  Rehabilitation  and  Development  Program. 
However,  5,000  units  were  allocated  to  a  free-standing  program  to 
provide  an  opportunity  to  compare  the  operation  of  the  voucher 
program  with  the  Section  8  existing  certificate  program. 

Vouchers  subsidize  the  difference  between  30  percent  of  the  fami- 
ly's income  and  a  rent  standard,  equivalent  to  the  fair  market  rent 
(FMR).  The  actual  rent,  however,  is  negotiated  by  the  tenant  and 
landlord,  as  in  the  private  market;  it  may  be  higher  or  lower  than 
the  rent  standard,  and  the  tenant  pays  the  difference  between  the 
HUD  payment  and  the  contract  rent,  which  can  be  either  more  or 
less  than  30  percent  of  income.  In  contrast,  the  Section  8  certifi- 
cate, in  general,  limits  the  tenant's  rent  payment  to  30  percent  of 
income,  and  the  maximum  contract  rent  to  the  HUD-determined 
FMR. 

Advocates  of  the  voucher  program  argue  that,  like  the  Section  8 
certificate  program,  the  voucher  system  would  avoid  the  segrega- 
tion and  warehousing  of  the  poor  in  housing  projects  and  would 
allow  low-income  families  to  choose  where  they  live — all  at  less  cost 
than  new  construction  programs.  Moreover,  when  vouchers  started, 
since  the  contract  was  for  5  years  rather  than  the  15  years  then 
used  for  certificates,  less  budget  authority  needed  to  be  appro- 
priated in  any  1  year  for  the  £ame  number  of  assisted  families. 
However,  the  1989  HUD  appropriations  bill  reduced  the  contract 
term  for  Section  8  certificates  to  5  years,  in  an  effort  to  place  the 
vouchers  and  existing  certificate  units  on  the  same  basis. 

Shifting  to  voucher  assistance  presents  potential  problems  for  the 
elderly  in  need  of  housing  assistance.  It  is  important  that  vouchers 
not  be  looked  to  as  a  replacement  for  new  construction  of  housing 
for  the  elderly  that  is  built  to  accommodate  their  special  needs, 
such  as  accommodation  for  wheelchairs  and  grab  rails  in  bath- 
rooms, in  the  private  market. 

The  voucher  system  was  met  with  skepticism  by  Congress  and 
many  housing  advocates.  Critics  of  the  program  pointed  to  a  short- 
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ige  of  decent  low-cost  housing  in  the  largest  cities.  They  questioned 
whether  vouchers  would  provide  real  help  to  those  most  in  need  or 
simply  encourage  private  landlords  to  increase  rents  because  they 
uiow  tenants  have  additional  funds  available.  Critics  raised  the 
joint  that  since  the  vouchers  are  only  authorized  for  5  years,  they 
lo  not  represent  a  commitment  to  providing  housing  for  the  poor, 
n  addition,  they  predicted  that  the  budget  savings  from  the  short- 
ened term  would  be  illusory,  since  the  need  would  continue  and, 
presumably,  additional  funds  would  be  appropriated  to  continue  as- 
.istance  at  the  end  of  the  5-year  period.  Indeed,  this  has  been  the 
;ase.  The  appropriation  for  renewal  of  expiring  certificates  and 
vouchers  was  $7.7  billion  for  fiscal  year  1991,  $7.4  billion  for  fiscal 
rear  1992,  and  $6.3  billion  for  fiscal  year  1993. 

There  is  also  concern  that  vouchers  are  costing  more  than  Sec- 
ion  8  certificates,  because  tenants  rather  than  HUD  receive  sav- 
ngs  from  lease  rents  below  the  FMR  or  rent  standard.  At  the  same 
ime,  discrepancies  arise  between  the  FMR  and  rent  standard  in 
my  one  place  because  of  differences  in  the  ways  of  adjusting  lease 
ents  as  private  market  rents  change  in  response  to  economic  de- 
velopments. Unfortunately,  this  results  in  unduly  high  rent  bur- 
lens  for  some  assisted  families  in  various  parts  of  the  country. 

The  Cranston-Gonzalez  National  Affordable  Housing  Act,  modi- 
ied  both  the  certificate  and  voucher  programs  to  accommodate 
tome  of  these  positions,  although  regulations  have  not  yet  been  is- 
sued to  make  the  changes  effective.  In  the  certificate  program,  ten- 
ints  may  pay  more  than  30  percent  of  income  for  rent  for  units 
enting  above  the  FMR,  if  the  Public  Housing  Authority  finds  both 
he  rent  for  the  unit  and  the  rental  payment  for  the  family  are  rea- 
onable.  It  may  not  approve  such  excess  payments  for  more  than 
.0  percent  of  its  incremental  allotments  in  1  year.  A  report  must 
>e  filed  with  HUD  if  the  Public  Housing  Authority  approves  more 
han  5  percent.  In  the  voucher  program,  the  Public  Housing  Au- 
hority  is  required  to  determine  for  all  new  leases  or  lease  renewals 
hat  the  rent  charged  is  reasonable  in  comparison  with  rents  in 
omparable  unassisted  units  or  those  assisted  with  certificates.  If 
he  rent  is  determined  to  be  unreasonable,  the  PHA  may  dis- 
tpprove  the  lease. 

In  addition,  under  the  1990  legislation,  voucher  assistance  is  now 
ivailable  to  lower  income  families  who  utilize  a  manufactured 
Lome  as  their  principal  place  of  residence.  Assistance  could  be  used 
Dr  the  rental  of  real  property  on  which  the  manufactured  home 
wned  by  the  family  is  located.  The  voucher  may  also  be  used  to 
ent  the  manufactured  home  and  the  real  property  on  which  it  is 
ocated. 

In  response  to  the  controversy  over  the  fair  market  rent  calcula- 
ion,  Congress  required  GAO  to  conduct  case  studies  to  examine 
tnd  report  on  the  geographic  dispersion  of  certificates  and  vouchers 
ti  market  areas.  The  report  must  also  address  how  FMR  levels 
nay  inflate  rents.  The  Housing  Act  also  authorized  HUD,  upon  re- 
[uest  of  a  PHA,  to  approve  separate  fair  market  rents  for 
submarket"  areas  within  a  market  area  if  the  alternative  FMR 
►roposed  accurately  reflects  rent  variations  between  such  areas 
tnd  the  established  market  area. 
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The  conference  report  on  the  Housing  and  Community  Develop- 
ment Act  of  1992  contains  authorizations  for  Section  8  certificates/ 
vouchers  of  $1.98  billion  for  fiscal  year  1993  and  $2.05  billion  for 
fiscal  year  1994,  of  which  not  more  than  50  percent  may  be  utilized 
for  voucher  assistance.  As  mentioned  earlier,  the  HUD  appropria- 
tions legislation  included  $600  million  for  an  estimated  17.9  thou- 
sand Section  8  incremental  certificates  and  $581  million  for  an  esti- 
mated 17.6  thousand  vouchers.  In  addition,  $6.3  billion  was  appro- 
priated for  expiring  certificates. 

6.  The  Farmers  Home  Administration 

The  Housing  Act  of  1949  authorized  the  Farmers  Home  Adminis- 
tration (FmHA),  administered  by  the  Department  of  Agriculture,  to 
make  loans  and  grants  to  farm  owners  to  construct  or  repair  farm 
dwellings  and  other  buildings.  Amendments  to  the  Act  made  the 
programs  available  to  rural  residents,  in  general,  to  purchase  or  re- 
pair homes  and  for  other  purposes.  The  rural  housing  programs  of 
FmHA  are  generally  referred  to  by  the  section  number  under  which 
they  were  authorized  in  the  Housing  Act  of  1949  and  its  subse- 
quent amendments.  / 

Section  502  loans  enable  low-income  rural  residents  to  purchase 
or  repair  new  or  existing  single-family  housing.  Borrowers  may  re- 
ceive interest  credit  to  reduce  the  interest  rate  to  as  low  as  1  per- 
cent. The  loans  are  repayable  over  a  33-year  period.  The  loan  term 
may  be  38  years  for  borrowers  with  income  below  60  percent  of  the 
area  median.  The  borrowers  must  be  unable  to  obtain  credit  else- 
where on  reasonable  terms. 

Section  504  loans  are  made  to  rural  homeowners  who  could  not 
afford  a  Section  502  loan  but  need  funds  to  make  the  dwellings 
safe  and  sanitary  or  to  remove  health  hazards.  Very-low  income  el- 
derly homeowners  may  qualify  for  grants  or  some  combination  ol 
loans  and  grants. 

With  Section  514  loans,  farmers  or  organizations  may  obtain  33- 
year  loans  to  provide  "modest*'  living  quarters  and  related  facilities 
for  domestic  farm  laborers.  Qualified  nonprofit  organizations,  In- 
dian tribes,  and  public  bodies  may  obtain  Section  516  grants  for  up 
to  90  percent  of  the  development  cost  of  such  housing. 

Under  Section  515,  by  far  the  largest  and  most  important  FmHA 
program  serving  the  elderly,  developers  may  obtain  50-year,  1-per- 
cent loans  to  build  rental  housing  for  rural  residents  or  congregate 
housing  for  the  elderly  and  handicapped.  Except  for  public  bodies, 
all  borrowers  must  demonstrate  that  financial  assistance  from 
other  sources  will  not  enable  the  borrower  to  provide  the  housing 
at  terms  that  are  affordable  to  the  target  population. 

Section  521  provides  for  rental  assistance  payments  to  borrowers 
to  make  up  the  difference  between  the  tenants'  payments  and  the 
FmHA-approved  rents  for  the  housing  (financed  under  Section  514 
or  Section  515).  Borrowers  must  agree  to  operate  the  property  or 
a  limited  profit  or  nonprofit  basis. 

Section  533  preservation  grants  authorized  FmHA  to  make 
grants  to  organizations  for  rehabilitating  rural  single  family  homes 
rental  properties,  and  cooperative  housing. 

Housing  problems  in  rural  America  continue  to  be  severe,  par- 
ticularly for  those  with  low  incomes.  A  1989  report,  "The  Othei 
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Housing  Crisis:  Sheltering  The  Poor  In  Rural  America,"  by  the 
Center  on  Budget  and  Policy  Priorities  and  the  Housing  Assistance 
Council,  reports  "some  27  percent  of  nonmetrolpolitan]  elderly 
households  were  poor  in  1985,  compared  with  19  percent  of  the  el- 
derly in  metro  areas."  The  report  indicates  that  of  these  poor 
households,  nearly  70  percent  are  those  who  live  alone,  and  of 
these,  most  are  women. 

Housing  assistance  under  FmHA  received  a  total  of  $3.82  billion 
in  appropriations  for  fiscal  year  1994.  Specifically,  Section  502  re- 
ceived $2.68  billion,  Section  504  received  $35  million  for  loan  as- 
sistance and  $25  million  for  grants,  Section  514  was  appropriated 
$16.3  million,  and  Section  515  received  $540.1  million  for  1994. 

The  Cranston-Gonzalez  Act  established  a  2-year  demonstration 
program  for  deferred  mortgage  payments.  The  1992  Housing  Act 
extends  authority  for  this  program  through  1994.  Under  this  pro- 
gram, the  Secretary  is  permitted  to  defer  Section  502  loan  pay- 
ments for  families  who  do  not  have  sufficient  income  to  repay  Sec- 
tion 502  loans,  but  who  would  otherwise  qualify  under  Section  502. 
FmHA  can  defer  up  to  25  percent  of  Section  502  mortgage  pay- 
ments at  1-percent  interest  for  very  low-income  families  or  persons 
otherwise  deemed  unable  to  afford  the  regular  payment.  The  de- 
ferred mortgages  would  return  to  normal  payment  status  when  the 
sorrower's  ability  to  repay  improves  and  deferred  amounts  are  sub- 
ject to  recapture.  Subject  to  appropriations,  no  more  than  10  per- 
:ent  of  the  amount  approved  for  Section  502  loans  may  be  author- 
ized for  use  in  this  demonstration  program.  Interim  regulations  to 
include  the  deferred  payment  option  were  adopted  by  FmHA  on 
\ugust  23,  1991. 

Under  Section  515,  the  1992  Housing  Act  contains  a  provision 
which  reserves  9  percent  in  fiscal  year  1993  and  9  percent  in  fiscal 
fear  1994  of  Section  515  funds  for  nonprofit  sponsors.  Nonprofit 
sponsors  are  those  organizations  which  are  exempt  from  Federal 
;axes  under  section  501(c)(3)  and  section  501(cX4)  of  the  Internal 
flevenue  Code,  and  whose  principal  purposes  include  the  planning, 
ievelopment,  and  management  of  low-income  housing.  This  set- 
iside  will  make  it  possible  for  those  with  minimal  resources,  but 
with  the  ability  to  plan  and  carry  out  an  eligible  project,  to  receive 
assistance.  The  1992  Housing  Act  amends  the  Section  515  program 
:>y  adding  a  new  grant  program.  FmHA  is  authorized  to  make 
pants  to  Section  515  projects  which  have  a  sufficient  number  of 
rail  elderly  residents.  The  funds  may  be  used  to  defray  the  cost 
)f  employing  individuals  to  coordinate  services  provided  to  frail  el- 
ierly  residents. 

On  May  13,  1992,  the  Housing  Subcommittee  on  Oversight  and 
Investigations  of  the  Committee  on  Energy  and  Commerce  heard 
testimony  from  the  General  Accounting  Office  (GAO)  regarding  the 
Section  515  program.  GAO  had  been  asked  by  the  Subcommittee  on 
Dversight  and  Investigations  to  examine  two  issues:  (1)  Whether 
ievelopers  of  Section  515  housing  projects  are  being  given  more 
Federal  financial  assistance  than  needed  to  encourage  construction 
)f  the  housing,  and  (2)  whether  there  is  fraud  and  abuse  in  the  pro- 
gram. 

On  the  first  issue,  GAO  concluded  that  developers  are  receiving 
nore  assistance  than  needed.  The  financial  statements  for  three 
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newly  constructed  Section  515  projects  were  examined.  A  24-unit 
project,  a  40-unit  project,  and  a  44-unit  project  were  included.  GAO 
found  that  the  developers  received  returns  of  950,  780,  and  970 
percent,  respectively,  on  their  cash  investments  in  these  projects. 

These  results  were  obtained  because  the  developers  were  able  to 
combine  the  low  down-payment  and  low-interest  rate  loans  from 
FmHA  with  the  Low  Income  Housing  Tax  Credit.  Through  the  tax 
credit,  the  developers  receive  annual  reductions  in  tax  liability  over 
a  10-year  period.  Ownership  interests  in  the  projects  are  sold  to  in- 
vestors through  syndicators,  and  the  developers  are  able  to  convert 
future  tax  credits  into  immediate  cash. 

It  was  noted  that  about  90  percent  of  Section  515  housing 
projects  receive  the  tax  credits.  Though  FmHA  agreed  that  use  of 
the  tax  credits  permits  developers  to  obtain  excessive  assistance, 
present  law  did  not  permit  FmHA  to  compensate  for  the  tax  credits 
by  doing  such  things  as  requiring  larger  down-payments  from  bor- 
rowers. 

The  1992  Housing  Act  contains  provisions  to  address  these  is- 
sues. The  term  "development  costs"  for  Section  515  housing  has 
been  redefined  to  specifically  exclude  any  initial  operating  expenses 
for  any  nonprofit  corporation  or  consumer  cooperative  that  has 
been  allocated  low-income  tax  credits.  FmHA  is  directed  to  develop 
procedures  to  coordinate  housing  assistance  and  tax  credits.  A  5- 
percent  equity  contribution  is  required  for  projects  that  are  allo- 
cated low-income  housing  tax  credits. 

7.  Prognosis 

For  advocates  of  a  strong  Federal  role  in  meeting  the  housing 
needs  of  the  Nation's  low-income  citizens,  the  passage  of  the  Cran- 
ston-Gonzalez National  Affordable  Housing  Act  renewed  optimism 
that  the  downward  decline  of  the  Federal  role  during  most  of  the 
past  decade  would  be  reserved  in  the  near  future. 

The  Cranston-D'Amato  legislation  is  a  sweeping  package  of  ini- 
tiatives that  address  major  facets  of  America's  housing  needs.  The 
legislation  includes  rental  assistance  provisions  to  tackle  the  af- 
fordability  of  rental  housing,  combine  the  best  features  of  Section 
8  certificates  and  vouchers,  to  revise  the  Section  202  program,  and 
increase  incentives  for  loan  eligibility  under  the  Farmer's  Home 
Administration  for  low-income  households. 

Of  particular  significance  to  the  elderly  is  the  new  title,  "Housing 
for  Persons  with  Special  Needs,"  to  specifically  address  the  needs 
of  the  elderly,  persons  with  disabilities,  and  the  homeless.  For  the 
elderly,  the  Section  202  program  would  continue  with  a  new  fund- 
ing system  that  requires  much  less  budget  authority  per  unit,  and 
the  manner  in  which  tenant  rents  are  computed  would  be  changed, 
which  should  help  to  ameliorate  the  "pipeline"  problem.  Elderly 
housing  would  be  designed  to:  (1)  Meet  the  special  physical  needs 
of  the  elderly,  including  those  who  are  frail,  and  (2)  accommodate 
supportive  services  needed  by  these  individuals.  The  administra- 
tion's HOPE  initiative  would  also  address  the  supportive  services 
needs  of  the  frail  elderly,  although  on  a  much  more  limited  basis. 
A  demonstration  program  would  be  established  that  would  link 
vouchers  with  other  assistance  to  help  the  frail  elderly  to  pay  for 
needed  services. 
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Although  the  new  housing  legislation  authorized  a  number  of 
lew  programs,  appropriations  for  fiscal  year  1991  were  authorized 
mly  for  existing  housing  programs.  HUD  may  adopt  expedited  pro- 
redures  for  at  least  some  of  the  programs,  and  make  a  request  for 
i  supplemental  appropriation  with  which  to  get  them  underway, 
rhe  request  could  be  for  additional  funds;  however,  there  is  fear 
imong  some  housing  analysts  that  HUD  will  instead  request 
•eprogramming  of  funds  from  existing  programs,  such  as  public 
lousing  or  modernization,  to  the  new  programs.  Aside  from  fund- 
ng,  HUD  now  faces  the  enormous  task  of  developing  regulations 
or  these  programs,  overseeing  their  operation,  and  evaluating 
heir  efficiency. 

B.  HOMEOWNERSHIP 

Housing  costs  are  a  serious  burden  for  many  low-  and  moderate- 
ncome  households,  particularly  elderly  households  living  on  fixed 
ncomes.  The  good  news  is  that  the  sharp  drop  in  interest  rates, 
o  their  lowest  level  in  nearly  25  years,  has  allowed  more  than  5 
nillion  homeowners  to  refinance  their  mortgages  and  reduce  their 
nonthly  payments  by  substantial  amounts.  Of  course,  this  means 
hat  these  homeowners  will  have  less  mortgage  interest  to  deduct 
rom  their  taxes,  in  effect,  sharing  some  of  this  good  fortune  with 
he  government.  It  is  unfortunate  that  few  elderly  homeowners 
lave  benefited  from  this  boom  in  refinancings  because  most  own 
heir  homes  without  a  mortgage.  Quite  the  contrary,  many  elderly 
lave  seen  the  interest  income  on  their  savings  accounts  and  other 
nvestments  drop  sharply.  Elderly  homeowners  have  at  least  bene- 
ited  from  generally  stable  home  prices  which  have  slowed  in- 
reases  in  property  tax  assessments.  Low  inflation  rates  and  falling 
mergy  prices  have  also  slowed  the  rise  in  utility  bills  and  some 
>ther  housing  costs. 

Over  the  past  20  years,  the  overall  homeownership  rate  has  re- 
named nearly  steady  at  about  64  to  65  percent.  However,  the  rate 
or  household  groups  headed  by  those  age  44  and  below  have  fallen 
dmost  continuously  over  this  period  until  1993.  For  example,  the 
>wnership  rate  for  the  age  group  25  to  29  went  from  44  percent  in 
L973  down  to  33  percent  in  1992.  Due  to  much  lower  interest  rates, 
irst-time  buyers  accounted  for  as  much  as  45  percent  of  home 
ales  during  many  months  in  1992  and  1993  compared  to  the  more 
isual  33  percent.  As  a  result,  U.S.  Census  data  show  homeowner- 
hip  rates  for  all  age  groups  below  40  with  slight  increases  during 
.993. 

The  pattern  of  homeownership  has  been  consistent  for  many 
rears;  the  older  the  members  of  a  household,  the  more  likely  they 
Lre  to  reside  in  owned  housing.  Over  the  past  20  years,  the  owner- 
hip  rate  for  those  age  65  and  above  has  actually  increased  from 
r0  to  77  percent.  However,  the  cost  of  maintaining  these  homes  re- 
nains  a  heavy  financial  burden  for  older  homeowners  with  rel- 
ttively  low  incomes.  Their  homes  are  often  their  only  major  asset, 
because  of  the  number  of  older  homeowners  with  substantial  eq- 
lity  in  their  homes,  the  1992  National  Affordable  Housing  Act  ex- 
panded the  home  equity  conversion  mortgage  demonstration  pro- 
gram to  25,000  per  year  and  the  number  of  private  lenders  making 
uch  loans  continues  to  increase. 
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1.  Home  Equity  Conversion 

The  homes  of  older  Americans  are  their  most  commonly  held  and 
most  valuable  assets.  Three  out  of  every  four  elderly  persons  own 
their  homes  and  recent  statistics  indicate  that  80  percent  of  these 
do  not  have  a  mortgage.  Equally  significant,  a  large  portion  of  older 
homeowners  are  likely  to  have  relatively  low  incomes.  For  example, 
6  out  of  every  10  elderly  single  homeowners  have  incomes  of  $5,000 
or  less. 

Estimates  of  the  amount  of  equity  tied  up  in  the  houses  of  per- 
sons over  the  age  of  65  have  ranged  from  $700  billion  to  $1  trillion. 
Thus,  a  great  deal  of  attention  has  been  paid  in  recent  years  to  fi- 
nancial arrangements  that  would  permit  aged  homeowners  to  con- 
vert part  of  their  equity  into  cash,  without  having  to  leave  their 
dwellings.  These  home  equity  conversion  (HEC)  plans  offer  a  choice 
to  elderly  persons  facing  necessity-heavy  budgets  that  have  grown 
proportionately  faster  than  their  incomes.  HEC  plans  also  could 
provide  funds  to  allow  older  persons  to  pay  for  needed  supportive 
services,  home  maintenance,  and  other  needs.  Before  HECs,  the 
only  source  of  equity  borrowing  available  to  older  Americans  was 
through  the  traditional  financial  institutions  at  high  rates  and 
short  terms. 

There  are  two  distinct  types  of  conversion  plans,  debt  and  equity, 
on  which  a  variety  of  models  are  based.  Debt  plans  allow  an  older 
homeowner  to  borrow  against  home  equity  with  no  repayment  of 
principal  or  interest  due  until  the  end  of  a  specified  term  of  years, 
or  until  the  borrower  sells  the  home  or  dies.  These  plans  can  pro- 
vide a  single  lump-sum  payout  to  the  borrower,  a  stream  of  month-' 
ly  payouts  for  a  given  term  or — with  the  addition  of  a  deferred  life 
annuity — guaranteed  monthly  payouts  for  life.  They  are  often  re- 
ferred to  as  reverse  mortgages  or  reverse  annuity  mortgages. 

Property  tax  deferral  programs,  popular  in  many  States,  are  a 
form  of  debt  plan  in  which  older  homeowners  postpone  paying  their 
taxes  until  they  sell  their  homes  or  die.  In  State-initiated  deferral 
programs,  the  State  pays  taxes  to  the  local  government  for  the' 
homeowner.  These  payments  accrue  with  interest  as  a  loan  from 
the  State  to  the  homeowner,  secured  by  equity  in  the  home.  Upon 
death  or  prior  sale  of  the  home,  the  loan  is  repaid  to  the  State  from 
the  proceeds  of  the  sale  of  the  estate. 

Equity  plans  involve  sale  of  the  home  to  an  investor,  who  imme- 
diately leases  it  back  to  the  seller.  Land  contract  payments  to  the 
seller  exceed  lease  term  payments  to  the  buyer,  so  the  older  person 
receives  extra  cash  each  month.  In  addition,  the  buyer  pays  the 
taxes,  insurance,  and  maintenance.  A  deferred  annuity  or  other  in- 
vestment purchased  with  the  down  payment  can  provide  income 
beyond  the  land  contract  term.  In  light  of  recent  tax  reform  efforts, 
these  plans,  referred  to  as  sale/leasebacks,  have  been  virtually 
eliminated. 

The  basic  theoretical  forms  of  HEC  plans  have  been  established 
for  several  years.  In  general,  however,  workable  instruments  have 
yet  to  become  widely  available  to  the  public.  One  reason  for  the 
lack  of  substantial  interest  is  that  the  combination  of  financial  ben- 
efits and  risks  associated  with  the  plans  have  not  been  sufficiently 
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attractive  to  borrowers.  Moreover,  lenders  have  also  been  reluctant 
to  accept  the  risks  associated  with  HEC  programs. 

The  Housing  and  Community  Development  Act  of  1987  (HCDA 
87)  created  a  demonstration  program  to  provide  mortgage  insur- 
ance for  home  equity  conversion  mortgages  for  the  elderly.  Under 
the  demonstration,  the  FHA  insures  the  mortgages  and  provides 
protections  for  both  lenders  and  homeowners  from  the  risks.  The 
demonstration  originally  provided  that  a  total  of  2,500  mortgages 
could  be  insured  by  participating  lenders  through  September  30, 
1991.  The  National  Affordable  Housing  Act  amended  this  provision 
to  extend  the  reverse  mortgage  program  until  September  30,  1995. 

In  addition,  the  new  legislation  requires  disclosure  of  the  extent 
of  the  liability  of  the  homeowner  under  the  mortgage  and  the  pro- 
jected total  future  loan  balances  for  at  least  two  projected  loan 
terms.  This  provision  increases  the  number  of  mortgages  insured 
under  this  program  to  no  more  than  25,000.  The  mortgages  are 
available  to  homeowners  age  62  and  older  with  little  or  no  mort- 
gage debt  remaining  on  their  homes.  The  new  legislation  and  the 
rules  issued  by  HUD  to  implement  the  program  allow  for  the  offer- 
ing of  three  types  of  home  equity  conversion  mortgages:  (1)  tenure; 
(2)  term;  and  (3)  line  of  credit.  Any  lender  authorized  to  originate 
FHA-insured  loans  may  originate  FHA-insured  reverse  mortgages. 
Under  prior  rules,  only  a  few  lenders  in  each  State  could  originate 
reverse  mortgages. 

Tenure  mortgages  provide  for  monthly  payments  from  lenders  to 
homeowners  for  as  long  as  they  occupy  the  home  as  a  principal  res- 
idence. Term  mortgages  provide  for  monthly  payments  for  a  fixed 
period  agreed  upon  between  the  lender  and  the  borrower.  Line  of 
credit  mortgages  permit  homeowners  to  draw  money  at  times  and 
in  amounts  of  their  own  choosing.  Under  this  demonstration  pro- 
gram, the  interest  rate  on  the  loans  may  be  fixed  or  variable.  How- 
ever, in  practice,  only  variable  rates  are  being  offered  under  the 
FHA  demonstration. 

Homeowners  retain  ownership  of  their  property  and  may  sell  and 
move  at  any  time,  retaining  the  sales  proceeds  in  excess  of  the 
amount  needed  to  pay  off  their  mortgage.  They  cannot  be  forced  to 
sell  their  homes  to  pay  off  their  mortgage,  even  if  the  mortgage 
principal  balance  grows  to  exceed  the  value  of  their  property.  When 
the  mortgage  does  come  due,  the  lender's  recovery  from  the  bor- 
rower will  be  limited  to  the  value  of  the  home.  There  wiD  be  no  de- 
ficiency judgment  against  the  borrower  or  the  estate. 

HEC  plan  advocates  of  reverse  mortgages  stress  that  it  is  impor- 
tant that  individuals  and  organizations  maintain  some  perspective 
as  they  are  developing  plans  to  enable  the  elderly  to  convert  their 
home  equity  into  a  form  of  income.  The  development  of  options  for 
home  equity  conversion  plans  should  be  seen  as  a  service  that  is 
provided  to  elderly  homeowners  and  not  as  a  product  to  be  mar- 
keted. This  is  a  portion  of  the  population  for  whom  financial  mis- 
takes may  be  devastating. 

2.  hope:  homeownership  and  opportunity  for  people 
Everywhere 

The  Homeownership  and  Opportunity  for  People  Everywhere 
(HOPE)  program  was  a  major  housing  initiative  of  the  Bush  Ad- 
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ministration  incorporated  into  the  National  Affordable  Housing  Act 
of  1990.  HOPE  programs  provide  the  opportunity  for  tenants  to 
purchase  housing  of  various  types,  including  public  housing 
projects.  There  are  three  types  of  housing  available  under  the 
HOPE  programs.  HOPE  I  addresses  the  sale  of  public  housing  to 
its  occupants.  Under  HOPE  II,  resident  or  other  low-income  fami- 
lies may  purchase  multifamily  properties  owned  or  held  by  HUD 
or  other  Federal  agencies  or  State  or  local  governments,  financed 
with  a  HUD-insured  or  HUD-held  mortgage.  HOPE  III  provides  for 
grants  to  encourage  the  sale  of  publicly  owned  single-family  prop- 
erties to  low-income  families,  who  are  not  homeowners  and  who 
could  not  otherwise  afford  to  buy  a  home. 

With  respect  to  public  housing,  HOPE  I  in  effect  continues  the 
program  first  established  in  1987  under  which  resident  manage- 
ment corporations  had  the  right  to  purchase  projects  for  resale  to 
tenants.  Parkside-Kenilworth  in  Washington,  D.C.,  is  the  only 
project  which  had  successfully  taken  advantage  of  the  1987  pro- 
gram, which  has  not  expired.  Under  HOPE  I,  both  planning  and 
implementation  grants  are  authorized  on  a  competitive  basis  to  ap- 
plicants from  jurisdictions  which  have  to  develop  and  carry  out 
plans  for  this  purpose.  "Applicants"  include  not  only  resident  man- 
agement corporations,  but  also  public  housing  authorities  and  In- 
dian housing  associations,  resident  councils,  a  cooperative  associa- 
tion, a  nonprofit  organization,  or  a  public  body. 

The  grant  applications  must  include  not  only  specification  of  the 
activities  for  which  the  facility  will  be  used,  but  also  certification 
by  the  person  responsible  for  the  strategy's  submission  that  the  ac- 
tivities are  consistent  with  the  comprehensive  housing  affordability 
strategy  of  the  appropriate  jurisdiction. 

The  implementation  grants  may  be  used  for  acquisition  and  re- 
habilitation costs,  counseling  and  training  of  homebuyers,  and  the 
relocation  of  tenants  not  wishing  to  purchase.  In  addition,  the  oper- 
ating expenses  and  reserves  may  be  acquired  through  the  grants 
provided  that  the  amount  is  not  greater  than  would  have  been  re- 
ceived for  operating  assistance  if  the  project  had  continued  to  reJ 
ceive  a  public  housing  operating  subsidy.  The  grant  may  also  be 
used  for  economic  development  activities  promoting  "self-suffi- 
ciency"; of  the  residents  and  homebuyers.  Applicants  must  provide 
25  percent  matching  funds,  except  for  funds  used  for  post-sale  oper- 
ating expenses,  from  non-Federal  sources.  Non-Federal  sources  do 
not  include  Federal  tax  expenditures  or  Community  Development 
Block  Grants  (CDBG),  except  that  CDBG  funds  may  be  used  to 
match  expenditures  for  administrative  expenses. 

The  National  Affordable  Housing  Act  specifies  requirements  for 
applications  for  grants,  criteria  to  be  used  in  selecting  grant  recipi- 
ents, and  requirements  to  be  met  for  the  sale  of  housing  to  individ- 
ual tenants  or  a  cooperative  association.  The  rights  of  tenants  not 
wishing  to  purchase  are  outlined,  including  the  provision  of  Section 
8  assistance  for  those  wishing  to  move.  Critics  of  HOPE  view  the 
program  as  a  means  of  selling  off  the  Nation's  limited  public  hous- 
ing stock.  As  a  means  of  keeping  at  least  the  existing  public  hous- 
ing supply,  the  HOPE  program  includes  a  provision  that  prohibits 
the  sale  of  public  housing  unless  the  Secretary  has  entered  into  an 
agreement  with  the  local  public  housing  agency  to  replace  each 
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unit  of  public  housing  with  additional  affordable  housing.  These  re- 
placement units  may  include  newly  constructed  public  housing 
projects,  the  rehabilitation  of  vacant  public  housing  units,  and  the 
use  of  5-year,  tenant-based  rental  assistance.  The  latter,  however, 
offers  onlv  a  temporary  solution,  and  many  feel  these  "displaced" 
individuals  could  add  to  the  already  increasing  number  of  home- 
less. 

Restrictions  are  established  on  the  rights  of  resale  for  purchasing 
tenants.  After  sale  of  a  project  by  the  Public  Housing  Authority, 
payments  under  annual  contribution  contracts  for  the  original  de- 
velopment costs  are  required  to  continue,  but  public  housing  oper- 
ating subsidies  are  to  end.  Any  funds  obtained  from  the  sale  to 
families  or  other  approved  entities  are  to  be  used  for  costs  of  the 
homeownership  program,  which  include  physical  improvements,  op- 
erating expenses,  or  economic  development  programs. 

The  HOPE  II  and  HOPE  III  programs  carry  similar,  but  appro- 
priately adjusted  provisions  for  obtaining  planning  and  implemen- 
tation grants  and  carrying  out  the  proposals. 

The  HOPE  programs  grew  out  of  a  Bush  Administration  belief, 
shared  by  many  community  organizations,  that  homeownership 
gives  low-income  families  a  stake  in  society  which  boosts  their  mo- 
rale and  provides  a  basis  for  improving  their  skills  and  employ- 
ability.  The  rationale  for  the  HOPE  programs  is  based  on  the  belief 
that  homeownership  "empowers"  the  individual.  Many  questions, 
however,  have  been  raised  as  to  the  validity  of  this  belief.  Even 
with  the  subsidies  provided  by  the  HOPE  program,  many  low-in- 
come tenants  will  not  be  able  to  afford  to  purchase.  The  debate  in 
Congress  continued  throughout  the  passage  of  the  National  Afford- 
able Housing  Act  over  spending  large  sums  of  money  and  HUD 
staff  attention  for  the  purpose  of  homeownership  as  opposed  to  the 
extension  of  and  improvements  in  the  federally  assisted  rental  pro- 
grams. 

No  appropriations  were  made  for  the  HOPE  programs  in  fiscal 
year  1991.  Fiscal  1992  appropriations  provided  $161  million  for 
HOPE  I,  and  $95  million  for  both  HOPE  II  and  III.  The  same  ap- 
propriation levels  were  made  for  fiscal  1993  as  for  fiscal  1992.  The 
Clinton  Administration,  however,  has  not  shared  the  Bush  Admin- 
istration's enthusiasm  for  the  HOPE  I  program,  and  requested  a 
reduced  appropriation  for  fiscal  year  1994  to  $109.2  million.  Addi- 
tionally, $250  million  of  fiscal  year  1992  and  1993  funds  were  re- 
scinded with  no  new  funding  or  planning  grants  to  be  made. 

3.  Prognosis 

Largely  because  of  the  sharp  drop  in  interest  rates  in  the  past 
year  and  a  half,  the  prognosis  for  many,  but  not  all,  potential 
homebuyers  in  the  next  few  years  has  substantially  improved.  As 
noted  earlier,  homeownership  rates  for  all  age  groups  under  40 
showed  slight  increases  during  1993.  And  since  nearly  70  percent 
of  households  with  heads  aged  40  to  44  are  now  owners,  many 
housing  analysts  expect  the  overall  homeownership  rate  to  con- 
tinue to  slowly  increase  during  the  remainder  of  the  1990's  as  the 
tail  end  of  the  baby  boomers  move  into  their  late  30's  and  early 
40's.  Housing  analysts  are  more  concerned  with  those  who  are  least 
likely  to  ever  become  a  homeowner — singles,  the  divorced,  never- 
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married,  minorities,  and  those  with  incomes  in  the  bottom  quarter 
of  the  distribution.  Although  the  Federal  Government  will  provide 
homeowners  with  nearly  $80  billion  of  tax  saving  benefits  in  1994, 
very  little  of  this  assistance  is  now  geared  toward  these  "marginal" 
buyers — those  unlikely  to  become  owners  without  the  concerted  ef- 
fort and  assistance  by  government. 

The  program  that  is  most  targeted  to  the  moderate-income  buyer 
is  the  Mortgage  Revenue  Bond  (MRB)  program.  This  program  helps 
make  available  home  loans  at  rates  about  1  percent  below  the 
going  market  rate  and  was  made  permanent  by  OBRA  93.  How- 
ever, unsubsidized  mortgages  that  carried  rates  of  over  10  percent 
3  years  ago  are  now  available  at  close  to  7  percent,  the  lowest  in 
nearly  25  years.  Interest  rates  are  currently  not  the  main  obstacle 
to  homeownership.  Studies  have  consistently  shown  that  the  chief 
problem  of  many  moderate-income  households  is  the  inability  to  ac- 
cumulate sufficient  funds  for  the  necessary  down  payment  and  clos- 
ing costs.  There  have  been  a  number  of  proposals  introduced  in 
Congress  to  help  moderate-income  households  become  homeowners. 
The  National  Homeownership  Trust  Act  (Section  301  of  NHTA  90) 
which  would  provide  help  with  down  payments  and  closing  costs 
for  first-time  buyers  with  incomes  of  no  more  than  95  percent  of 
the  median  income,  has  yet  to  be  funded.  The  FHA  mortgage  insur- 
ance program  allows  homebuyers  to  purchase  a  home  with  as  little 
as  a  3-percent  downpayment  and  under  the  VA-guaranteed  loan 
program,  veterans  can  buy  with  no  downpayment.  Yet,  even  these 
programs  often  prove  to  be  insufficient  for  low-  and  moderate-in- 
come households  who  are  likely  to  have  few  skills  in  financial  man- 
agement, little  or  no  health  insurance,  poor  credit  records,  and  un- 
stable patterns  of  employment.  Some  may  also  encounter  discrimi- 
nation by  mortgage  lenders.  If  homeownership  rates  are  to  be  sig- 
nificantly increased  for  the  marginal  buyer  (and  some  analysts 
question  the  wisdom  of  this),  then  there  will  have  to  be  developed 
a  more  user-friendly  program  with  broadly  defined  counseling  and 
with  financial  assistance  as  generous  as  that  now  provided  to 
upper-middle  income  homeowners. 

Homeowners  have  come  through  major  tax  "reform"  legislation  of 
recent  years  essentially  unscathed  (see  section  C2  of  this  chapter). 
They  retain  the  right  to  deduct  mortgage  increase  and  property 
taxes  against  income  for  tax  purposes,  and  the  law  continues  to 
disregard  the  implicit  income  an  owner  receives  from  occupying  a 
potentially  rentable  property.  However,  the  standard  deduction  has 
been  adjusted  upward  for  inflation  to  the  point  that  many  current 
homeowners  and  potential  homebuyers  with  below  average  incomes 
can  no  longer  benefit  from  generous  homeowner  tax  incentives  that 
are  available  to  those  who  itemize  their  deductions. 

In  the  aggregate,  homeowner  deductions  of  mortgage  interest, 
property  taxes  and  other  preferences  will  entail  1994  revenue 
losses  to  the  Treasury  of  nearly  $80  billion.  Critics  note  that  the 
benefits  to  homeowners  are  regressive,  awarding  larger  deductions 
to  high-income  owners  than  to  less  affluent  ones.  For  example,  at 
least  $20  billion  of  these  homeownership  subsidies  go  to  households 
with  incomes  of  $100,000  or  more  (the  wealthiest  4  percent). 

Homeowner  deductions  are  available  on  vacation  homes  and  on 
home  equity  lines  of  credit  increasingly  used  to  purchase  autos  and 
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other  consumer  goods.  No  comparable  tax  advantages  are  offered 
to  renters,  a  group  with  much  lower  average  incomes  than  home- 
owners. Some  economists  also  argue  that  these  preferential  tax 
provisions  not  only  contribute  to  over-consumption  of  housing  by 
the  wealthy,  but  also  tend  to  push  up  home  prices.  These  observers 
hold  that  the  considerations  of  revenue  costs,  economic  efficiency, 
and  equity  suggest  a  fresh  look  at  the  tax  treatment  of  owner-occu- 
pied housing. 

C.  PRESERVATION  OF  AFFORDABLE  HOUSING 

Since  its  inception,  housing  policy  in  America  has  focused  almost 
exclusively  on  the  provision  of  standard  units  of  low-  and  mod- 
erate-income housing  for  eligible  individuals  and  families.  This  ap- 
proach has  been  inadequate  in  that  the  Federal  Government  has 
been  unwilling  to  treat  housing  assistance  as  an  entitlement.  As  a 
result,  many  eligible  households  simply  cannot  obtain  the  assist- 
ance they  need.  Data  indicates  that  the  more  than  4  million  as- 
sisted units  available  at  the  end  of  fiscal  year  1993  are  enough  for, 
at  best,  25  percent  of  those  eligible  for  assistance.  Further,  while 
there  were  16  million  elderly  households  in  1980,  this  number  is 
projected  to  increase  to  23  million  in  the  year  2000.  These  figures 
suggest  that  there  will  be  7  million  additional  elderly  households, 
some  of  which  may  need  assistance. 

According  to  unpublished  tables  prepared  by  HUD  from  the  data 
of  the  1989  American  Housing  Survey,  Federal  housing  efforts  have 
fallen  far  short  of  meeting  elderly  housing  needs.  In  1989,  there 
were  3.5  million  elderly  renter  households  with  very-low  incomes, 
that  is,  below  50  percent  of  the  area  median.  Only  521,000,  not 
quite  15  percent,  of  these  households  had  no  housing  problem  as 
defined  by  HUD.  Another  1.2  million,  35  percent,  lived  in  sub- 
sidized housing.  The  remainder  lived  either  in  substandard  housing 
or  paid  more  for  housing  than  they  could  afford,  or  both.  In  addi- 
tion, there  were  4.3  million  elderly  homeowners  with  very-low  in- 
comes, of  whom  1.5  million  had  similar  housing  problems. 

A  1988  study  by  the  National  Low  Income  Housing  Preservation 
Commission  found  that  as  a  result  of  expiring  Federal  housing  sup- 
port programs  and  the  effects  of  the  1986  Tax  Reform  Act,  defaults 
and  prepayments  could  remove  as  much  as  81  percent  of  the  stock 
from  the  inventory  of  low-income  housing.  If  no  action  were  taken, 
523,000  of  the  645,000  units  subsidized  under  Sections  221(d)(3) 
and  236  of  the  1961  and  1968  Housing  Acts  (which  was  the  focus 
of  the  Commission's  study)  were  likely  to  be  lost  to  low-income 
households  at  the  end  of  15  years.  Owners  of  280,000  units  could 
be  expected  to  default  on  their  mortgages,  allowing  the  properties 
to  revert  to  the  Federal  Government  for  disposition.  Owners  of  an- 
other 243,000  units  were  likely  to  convert  them  to  market-rent 
apartments,  sell  them  as  condominiums,  or  use  them  for  other 
higher  income  purposes.  Only  122,000  would  probably  remain  for 
use  as  low-income  housing.  According  to  the  report,  two  groups — 
the  elderly  and  large  families — were  most  likely  to  be  hurt  by  pre- 
payments and  defaults  as  they  are  least  able  to  cope  with  displace- 
ment or  find  comparable  replacement  housing.  It  would  also  hurt 
those  with  the  lowest  incomes;  70  percent  of  the  tenants  of  the 
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threatened  housing  stock  have  incomes  below  50  percent  of  the  me- 
dian for  their  areas. 

The  threat  from  prepayment  of  mortgages  has  been  addressed 
through  the  provisions  of  incentives  and  control  on  sales  adopted 
first  in  the  temporary  emergency  Low-Income  Housing  Preserva- 
tion Act  of  1987,  and  then  with  changes  in  the  permanent  Low-In- 
come Housing  Preservation  and  Resident  Homeownership  Act  of 
1990  (Title  VI  of  NAHA),  further  described  below.  The  threat  of  de- 
fault, however,  as  not  been  sufficiently  lowered. 

A  report  released  in  February  1988  by  the  National  Housing 
Preservation  Task  Force  states  that  the  major  threat  to  the  inven- 
tory of  low-  and  moderate-income  housing  came  not  from  prepay- 
ment of  mortgages,  but  rather  from  expiring  Section  8  subsidy  con- 
tracts. According  to  the  report,  over  700,000  units  could  be  lost  by 
1995;  if  owners  choose  to  opt  out  of  their  contracts  early,  the  loss 
could  approach  1  million  units  by  1995  and  1.4  million  by  2000. 

Although  the  present  need  for  affordable  housing  and  shelter  as- 
sistance argues  for  increased  Federal  efforts  and  resources,  fiscal 
concerns  over  the  growing  budget  deficit  continue  to  make  these 
programs  targets  for  budget  savings.  The  net  effect  of  these  fiscal 
constraints  resulted  in  a  policy  shift  by  the  Reagan  Administration 
toward  other  approaches  for  meeting  the  housing  needs  of  older 
persons.  President  Reagan  was  successful  in  shifting  the  mix  of  ad- 
ditional units  assisted  by  HUD  from  the  more  expensive  new  con- 
struction and  substantial  rehabilitation  types  to  existing  units 
leased  in  the  open  market.  Under  that  Administration,  the  primary 
emphasis  with  regard  to  housing  assistance  for  the  elderly  became 
preservation,  maintenance,  and  rehabilitation  of  the  existing  hous- 
ing stock. 

The  Bush  Administration's  emphasis  on  using  existing  housing  is 
based  not  only  on  cost  considerations  but  also  on  the  belief  that 
there  is  an  adequate  supply  of  low-  and  moderate-income  rental 
housing  in  most  areas  of  the  country.  The  administration  has  con- 
tended that  the  need  for  housing  assistance  in  America  can  be  met 
most  efficiently  by  providing  Section  8  certificates  or,  preferably, 
vouchers  to  eligible  families  For  existing  rental  housing. 

Nonetheless,  a  large  percentage  of  new  construction  of  subsidized 
housing  over  the  past  10  years  has  been  for  the  elderly.  The  rel- 
ative lack  of  management  problems  and  local  opposition  to  family 
units  make  elderly  projects  more  popular.  Yet,  even  with  this  pref- 
erence for  the  construction  of  units  for  the  elderly,  in  many  commu- 
nities there  is  a  long  waiting  list  for  admission  to  projects  serving 
the  elderly.  Such  lists  can  be  expected  to  increase  as  the  demand 
for  elderly  rental  housing  continues  to  increase  in  many  parts  of 
the  Nation. 


1.  HOME  Investment  Partnership  Act 

The  HOME  Investment  Partnership  Programs  were  the  center- 
piece of  the  National  Affordable  Housing  Act.  HOME  provides 
grants  to  States  and  local  jurisdictions  to  promote  local  initiatives 
in  providing  housing  assistance. 

"Participating  jurisdictions"  are  those  local  governments  and 
States  which  meet  requirements  by  filing  a  housing  strategy.  Local 
jurisdictions  must  also  meet  threshold  allocation  amounts  or  alter- 
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native  requirements.  HUD  establishes  a  HOME  Investment  Trust 
Fund  for  each  participating  jurisdiction.  Funds  are  allocated  by  for- 
mula, with  matching  funds  required  in  proportions  depending  on 
the  use  to  which  they  are  put. 

Funds  may  be  used  for  acquisition,  new  construction,  rehabilita- 
tion, and  tenant-based  assistance.  Rehabilitation  of  substandard 
housing  will  be  the  predominant  use  of  HOME  funds,  however, 
some  funding  will  go  to  new  construction.  Funds  may  not  be  used 
for  public  housing  operating  subsidies  or  modernization.  Uses  are 
to  be  targeted  to  assisting  low-  and  very-low-income  families  For 
rental  housing,  at  least  90  percent  of  the  funds  are  for  families 
with  incomes  no  higher  than  60  percent  of  median  and  the  rest  at 
no  higher  than  80  percent  of  median.  This  reaffirms  the  policy  that 
Federal  housing  assistance  should  be  directed,  wherever  feasible, 
toward  rent  for  low-income  beneficiaries  to  within  30  percent  of  the 
family's  adjusted  income. 

For  funds  used  for  homeownership,  all  assisted  units  must  be  oc- 
cupied by  families  with  incomes  not  greater  than  80  percent  of  me- 
dian. Other  requirements  are  established,  as  to  price  and  rent  lev- 
els, rent-income  ratios,  as  well  as  others.  Jurisdictions  are  required 
to  maximize  public-private  partnerships,  and  at  least  15  percent  of 
each  jurisdiction  allocation  is  reserved  for  18  months  as  a  set-aside 
for  nonprofit  community  housing  development  organizations.  Up  to 
10  percent  of  a  jurisdiction's  allocation  may  be  used  for  project  spe- 
cific assistance  to  community  housing  development  organizations. 

The  Home  Repair  Service  Grant  program,  under  the  HOME  In- 
vestment Partnership  Act,  makes  grants  available  to  older  and  dis- 
abled individuals,  as  well  as  to  eligible  organizations,  for  home  re- 
pair services.  This  model  program  would  provide  guidelines  for  a 
participating  jurisdiction  to  repair  primary  residences  only  to  those 
qualifying  as  low-income  families.  The  services  may  include  exam- 
ination of  homes,  repair  services,  and  follow-up  to  ensure  continued 
effectiveness  of  the  repairs  provided. 

Congress  appropriated  $1.5  billion  in  fiscal  year  1992,  $1  billion 
in  fiscal  year  1993,  and  $1,275  billion  for  fiscal  year  1994  for  the 
HOME  Investment  Partnerships  Act— 60  percent  of  the  Federal 
funds  will  go  to  local  governments  and  40  percent  to  the  States.  In 
addition,  the  Secretary  must  reserve  1  percent  of  the  total  amount 
appropriated  by  Congress  to  go  to  Indian  tribes  and  the  greater  of 
$750,000  or  0.2  percent  of  the  amount  appropriated  for  the  fiscal 
year  for  insular  areas.  HOME  funds  are  allocated  by  formula  de- 
signed to  measure  a  participating  community's  need  for  an  in- 
creased supply  of  affordable  housing  for  low-  and  very-low-income 
families.  A  participating  jurisdiction  must  provide  a  30-percent 
funding  match,  from  non-Federal  sources,  for  new  construction  ac- 
tivities and  a  25-percent  match  for  rehabilitation  or  tenant-based 
assistance.  Bond  or  debt  financing  may  be  used  to  meet  up  to  25 
percent  of  a  participating  jurisdiction's  overall  matching  fund  re- 
quirement. Communities  whose  annual  poverty  rate  is  125  percent 
of  the  national  rate  or  whose  annual  per  capita  income  is  75  per- 
cent of  the  national  per  capita  income  may  meet  the  definition  of 
fiscally  distressed  and  thus  may  have  their  matching  fund  require- 
ment reduced  by  50  percent.  Participating  jurisdictions  that  meet 
or  exceed  the  poverty  and  per  capita  income  thresholds  are  defined 
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as  in  severe  fiscal  distress  and  will  have  their  entire  matching  fund 
requirement  waived.  The  fiscal  year  1992  appropriations  act  in- 
cluded a  1-year  waiver  of  the  matching  requirement. 

2.  Tax  Reform  and  Tax  Credits 

The  largest  Federal  housing  programs  do  not  concentrate  on  low- 
income  households,  but  rather  reward  largely  upper-income  home- 
owners through  the  deduction  of  mortgage  interest  and  property 
taxes.  These  two  provisions  are  of  little  importance  to  most  elderly 
homeowners  because  many  have  fully  paid  their  mortgages  and, 
rather  than  itemizing,  take  the  standara  deduction.  The  "rollover" 
provision  that  allows  homeowners  to  sell  an  existing  home  without 
paying  tax  on  the  financial  gain  if  a  more  expensive  home  is  pur- 
chased is  probably  also  of  little  importance  to  most  elderly  home- 
owners. However,  homeowners  age  55  and  older  can  exclude  up  to 
$125,000  of  gain  from  the  sale  of  a  principle  residence.  This  allows 
older  households  to  downsize  to  smaller  homes  or  other  housing  al- 
ternatives without  large  tax  consequences.  The  Joint  Committee  on 
Taxation  estimates  that  homeowner  tax  expenditures  will  cost 
about  $80  billion  in  fiscal  yeatr  1994. 

OBRA  93  made  a  number  of  changes  to  housing  and  real  estate 
programs.  As  noted  earlier,  the  Mortgage  Revenue  Bond  program 
that  makes  below-market  rate  mortgages  available  to  first-time 
homebuyers,  had  expired  at  the  end  of  June  1992.  OBRA  93  reau- 
thorized and  made  the  mortgage  revenue  bond  program  perma- 
nent. The  Low-Income  Housing  Tax  Credit  (LIHTC)  program, 
which  had  also  expired  in  mid- 1992,  was  also  reauthorized  and 
made  permanent.  The  LIHTC  was  enacted  in  1986  to  increase  the 
supply  of  affordable  rental  units  available  to  low-income  house- 
holds, including  the  elderly.  Under  this  program,  investors  can  re- 
ceive 10  years  of  tax  credits  for  making  funds  available  for  new  or 
substantially  renovated  rental  apartments.  These  units  must  be 
kept  affordable  to  low-income  renters  for  at  least  18  years  and,  in 
some  cases,  up  to  30  years.  Rents  are  generally  limited  to  30  per- 
cent of  household  income.  The  program  is  given  high  marks  for  re- 
sults— since  the  first  tax  credits  were  awarded  in  1987,  more  than 
500,000  rental  units  have  been  made  available  to  low-income 
households.  However,  the  structure  of  the  program  and  its  com- 
plexity, that  requires  that  the  tax  credits  be  "syndicated"  (sold  to 
investors)  and  the  need  for  lawyers,  accountants,  and  many  other 
middlemen,  make  this  a  costly  way  to  provide  low-income  housing. 
Some  say  a  more  cost-effective  alternative  would  be  for  the  govern- 
ment to  award  grants  and  other  subsidies  directly  to  nonprofit  de- 
velopers and  to  make  more  use  of  housing  vouchers. 

OBRA  93  modified  the  complex  passive  loss  rules,  making  it  easi- 
er for  certain  real  estate  professionals  to  use  losses  from  rental  real 
estate  investments  to  reduce  their  other  taxable  income.  The  reve- 
nue loss  from  the  passive  loss  changes  were  offset  in  this  legisla- 
tion by  a  lengthening  of  the  recovery  period  for  nonresidential  real 
estate  (the  years  allowed  for  depreciating  a  building)  from  31.5 
years  to  39  years.  OBRA  93  also  included  changes  that  will  encour- 
age pension  funds  to  invest  more  in  real  estate,  making  it  easier 
for  them  to  purchase  foreclosed  property  held  by  banks  and  insur- 
ance companies,  and  to  buy  shares  in  real  estate  investment  trusts 
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(REITs).  Another  part  of  the  budget  act  will  affect  those  in  finan- 
cial trouble  who  are  able  to  negotiate  a  reduction  in  their  debt  with 
lenders.  Instead  of  paying  income  taxes  on  what  some  refer  to  as 
"phantom  income"  in  the  year  of  debt  forgiveness,  they  will  now  be 
able  to  defer  the  taxes  for  a  number  of  years  by  reducing  the  basis 
of  the  property  by  the  amount  of  the  debt  reduction  and  paying 
taxes  on  a  larger  gain  when  the  property  is  sold. 

OBRA  93  is  likely  to  affect  the  real  estate  decisions  of  only  the 
top  1  percent  of  the  taxpayers  who  will  see  significant  increases  in 
their  marginal  tax  rates.  Some  of  these  taxpayers  may  look  for 
ways  to  shelter  more  of  their  incomes  from  the  new  higher  rates, 
for  example,  by  the  increased  use  of  tax-exempt  bonds  and  tax 
credits  from  the  MRB  and  LIHTC  programs.  The  home  itself  will 
continue  to  be  a  favored  tax  shelter,  and  there  can  also  be  expected 
some  increase  in  the  use  of  real  estate  investments  to  convert  ordi- 
nary income  into  capital  gains  since  the  latter  will  be  taxed  at  a 
maximum  rate  of  28  percent. 

The  level  of  interest  rates  is,  of  course,  of  major  importance  to 
housing  and  real  estate;  all  things  being  equal,  if  OBRA  93  keeps 
budget  deficits  below  what  they  would  otherwise  have  been,  inter- 
est rates  should  also  be  lower.  To  whatever  extent  OBRA  93  has 
already  pushed  interest  rates  lower,  it  has  helped  bring  about  a 
quickening  pace  of  economic  growth  in  the  general  economy. 

3.  Prepayment 

Prior  to  the  enactment  of  the  1987  authorization  act,  it  was  esti- 
mated by  one  group  that  by  2005  more  than  360,000  units  of  feder- 
ally assisted  housing  were  at  risk  of  being  withdrawn  from  the  af- 
fordable housing  supply  by  their  owners  through  prepayment  of 
their  mortgages.  Others  had  different  estimates,  but  the  numbers 
were  of  the  same  order  of  magnitude.  According  to  the  National  As- 
sociation of  Home  Builders,  it  would  cost  more  than  $130  billion  to 
replace  the  existing  stock  of  such  housing.  Contracts  entered  into 
by  the  Federal  Government  and  private  developers  under  low-inter- 
est loan  programs  during  the  1960's  (Section  236  and  Section 
221(dX3))  permitted  certain  owners  to  prepay  the  federally  assisted 
mortgage  after  the  20th  year  of  the  30-  to  40-year  mortgage  term. 
A  mortgage  prepayment  and  termination  of  the  mortgage  insurance 
contract  ends  Federal  restrictions  over  the  use  of  the  property  for 
the  benefit  of  the  low-  and  moderate-income  households.  In  addi- 
tion, HUD  estimated  that  1,139,000  project-based  Section  8  as- 
sisted units  might  choose  to  "opt-out"  of  their  contracts,  or  their 
contracts  would  expire  between  1990  and  1995. 

The  reasons  for  prepayment  vary.  The  projects  may  be  in  a  con- 
dition and/or  location  that  permits  profitable  sale  for  conversion  to 
condominiums  or  to  nonresidential  use.  In  some  instances  the  bor- 
rowers argue  that  many  projects  are  old  and  have  suffered  exten- 
sive deterioration  as  maintenance  has  been  deferred.  With  many  of 
these  projects  heavily  in  debt  and  unable  to  raise  rents  to  support 
the  cost  of  repairs,  the  project  owners  say  that  they  have  no  way 
of  rehabilitating  the  premises.  Owners  claim  that  if  they  were  al- 
lowed to  prepay  their  loans,  the  projects  could  be  sold  to  profit-mo- 
tivated owners  who  could  afford  private  financing  for  needed  re- 
pairs. 
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Housing  activities  feared  that  a  monumental  housing  crisis  was 
in  the  making.  They  noted  that  this  potential  reduction  came  at  a 
time  when  it  would  be  difficult  to  replace  the  lost  units,  since  Fed- 
eral subsidies  to  add  new  units  ana  households  to  the  assistance 
roles  had  been  reduced  by  more  than  70  percent  since  1981.  Fur- 
thermore, tax  reform  had  eliminated  much  of  the  incentive  to  in- 
vest in  low-income  housing  construction. 

The  Housing  and  Community  Development  Act  of  1987  estab- 
lished a  temporary  measure  to  give  Congress  time  to  develop  a  per- 
manent program  for  the  preservation  of  this  housing.  During  this 
time,  much  was  learned  about  the  financial,  tax,  and  regulatory  as- 
pects of  the  prepayment  issue.  More  importantly,  according  to  the 
National  Affordable  Housing  Act  conference  report,  a  consensus  fi- 
nally emerged  on  how  best  to  strike  the  balance  of  interests  of  own- 
ers, the  tenants  and  the  communities  most  affected  by  the  con- 
sequences of  prepayment.  The  fundamental  principle  of  the  1987 
Act  was  that  the  beginning  should  be  preserved  for  its  intended 
beneficiaries  and  that  owners  should  be  guaranteed  a  fair  and  rea- 
sonable return  on  their  investment  through  new  incentives.  While 
the  principle  of  the  1987  Act  is  retained,  the  legislation  transforms 
the  goal  of  a  fair  and  reasonable  return  into  a  set  of  concrete  eco- 
nomic alternatives  for  the  owner  that  can  be  pursued  through  a 
more  objective  streamlined  process. 

The  1990  Housing  Act  permits  prepayment  in  the  limited  cir- 
cumstances, also  applicable  in  the  1987  Act,  that  HUD  finds  that 
the  removal  of  a  project  from  the  federally  assisted  housing  stock 
will  not  materially  increase  hardship  for  current  tenants.  In  addi- 
tion, tenants  cannot  be  involuntarily  displaced  as  a  result  of  pre- 
payment for  a  project  unless  comparable  housing  is  readily  avail- 
able without  rental  assistance.  Owners  seeking  to  prepay  must  en- 
sure that  the  result  of  such  action  will  not  materially  affect  the 
availability  of  affordable  housing  to  other  low-  and  very-low-income 
families  and  minorities  near  their  employment  opportunities  be- 
cause sufficient  vacancies  exist.  Prepayment  is  also  permitted  if 
HUD  cannot  fund  sufficient  subsidies,  referred  to  as  "incentives," 
to  provide  owners  with  a  fair  return  on  their  equity  when  low-in- 
come use  is  continued,  or  if  a  buyer  willing  to  continue  such  use, 
with  HUD  subsidies,  cannot  be  found  to  purchase  at  a  fair  market 
price.  Tenants  are  given  a  number  of  protections  in  the  determina- 
tion process,  and  assistance  is  provided  if  the  owner  is  allowed  to 
prepay. 

The  prepayment  plan  under  the  1990  Housing  Act  provides  com- 
plex paths  of  procedures  to  be  followed  by  the  owner,  by  HUD,  and 
by  a  possible  purchaser.  In  all  cases,  it  begins  with  the  filing  of  a 
statement  of  intent  by  an  owner  already  eligible  or  who  will  be- 
come eligible  to  prepay  his  mortgage,  that  he  wishes  to  prepay,  to 
continue  operation  with  additional  subsidy,  or  to  sell.  After  the 
statement  process,  the  procedures  vary. 

If  an  intent  to  prepay  was  indicated,  but  denied,  or  if  one  of  the 
other  alternatives  was  chosen,  an  appraisal  process  is  established, 
and  fair  market  rents,  fair  return  on  equity,  fair  market  price,  and 
Federal  cost  limits,  as  defined  in  the  Act,  are  determined.  HUD 
may  offer  a  variety  of  "incentives, "  sufficient  to  cover  the  operating 
expenses  and  a  fair  return  of  profit,  which  is  defined  as  8  percent 
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on  equity.  If  HUD  is  able  to  offer  the  owner  that  fair  market  re- 
turn, the  owner  would  be  required  either  to  maintain  affordability 
restrictions  on  the  housing  or  to  transfer  the  housing  to  a  qualified 
purchaser  that  will. 

These  incentives  may  take  on  many  forms  such  as  increased  ac- 
cess to  residual  receipts,  increased  rents,  additional  Section  8  as- 
sistance, financing  of  improvements,  as  well  as  others.  When  a 
project  is  for  sale,  tenant  councils  and  nonprofit  and  public  agen- 
cies are  given  first  priority  for  a  period  of  time.  If  no  sale  results, 
the  purchase  is  opened  to  any  qualified  buyer  who  will  maintain 
the  low-income  rental  units.  This  process,  due  to  the  established 
time  limits,  could  take  several  years  to  complete. 

The  prepayment  of  any  projects  carries  with  it  many  restrictions 
and  financial  requirements  to  serve  as  protective  measures  for  ten- 
ants. Tenants  must  be  offered  Section  8  assistance,  subject  to  fund 
availability,  and  if  owners,  after  prepaying,  continue  the  project  as 
a  market  rental,  they  must  accept  Section  8  tenants.  TTiree-year 
extensions  of  leases  are  to  be  given  to  tenants  with  special  needs, 
and  to  all  tenants  in  low-vacancy  areas.  If  a  tenant  must  be  relo- 
cated, the  owner  is  required  to  pay  50  percent  of  relocation  costs. 
State  or  local  law  can  require  this  amount  to  be  greater. 

On  May  2,  1991,  HUD  issued  a  proposed  rule  for  implementing 
the  NAHA  provisions.  It  was  received  with  some  criticism,  with 
charges  that  some  of  the  provisions  were  unworkable  and  that 
some  violated  congressional  intent.  The  proposed  regulations  were 
revised,  with  final  regulations  effective  as  of  May  8,  1992.  Disputes 
on  the  regulations  and  procedures  continue,  with  special  concern 
about  the  slowness  of  HUD  processing.  Some  25  owners  filed  suit 
against  HUD  on  October  25,  1993,  seeking  damages  for  alleged 
losses  of  income  as  a  result  of  HUD  delays.  Almost  600  first  notices 
of  intent  have  been  filed,  but  only  one  sale  had  actually  been  ap- 
proved, as  of  October  1993. 

Physical  deterioration  or  financial  difficulty  can  result  in  the  loss 
of  a  project  to  the  assisted  housing  stock.  Under  the  Sections 
221(dX3)  and  236  programs,  rents  are  controlled  by  HUD,  in  ac- 
cordance with  a  prescribed  formula  in  each  program.  Many  owners 
have  been  discouraged  from  proper  maintenance  and  additional  in- 
vestment for  improvements  by  insufficient  rents  to  permit  an  ade- 
quate return.  HUD  is  authorized  to  permit  rent  increases  sufficient 
to  allow  a  return  of  advanced  capital  with  interest,  provided  that 
rents  do  not  exceed  the  lower  of  30  percent  of  income  or  the  Section 
8  fair  market  rent  for  comparable  housing.  Section  8  assistance  is 
to  be  provided  for  adversely  affected  tenants. 

4.  Prognosis 

The  Housing  Act  of  1990,  which  was  the  first  major  housing  leg- 
islation since  1974,  continued,  with  some  amendment,  the  major 
ongoing  programs  such  as  public  housing  and  Section  8,  and  it  cre- 
ated a  number  of  new  programs  as  well,  such  as  the  HOME  Invest- 
ment Partnership  Act  which  establishes  a  block  grant  to  localities 
and  States.  Essentially,  a  Home  Investment  Trust  Fund  will  offer 
a  line  of  credit  to  each  participating  jurisdiction  for  assistance. 
Both  the  Congress  and  the  Administration  have  indicated  their 
commitment  to  this  effort,  recognizing  that  the  Nation's  housing 
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problems,  including  those  faced  by  the  elderly,  are  not  going  to  re- 
solve themselves  and  cannot  be  handled  by  the  Federal  Govern- 
ment alone.  States,  local  communities,  and  the  private  sector  must 
play  active  roles  in  assuring  assisted  housing  for  those  in  need. 

The  Housing  and  Community  Development  Act  of  1992  further 
refined  and  extended  the  ongoing  programs.  In  light  of  the  limited 
new  housing  construction,  the  preservation  of  affordable  housing 
stock  is  essential  if  the  goal  of  providing  affordable,  decent,  and 
safe  housing  is  to  be  met. 

D.  INNOVATIVE  HOUSING  ARRANGEMENTS 

Alternative  housing  options  are  necessary  to  meet  the  needs  of 
the  elderly  population  that  does  not  require  institutional  care,  but 
is  unable  to  live  independently,  due  to  financial  or  health  reasons. 
Several  types  of  solutions  to  the  problems  of  those  elderly  living  in 
houses  too  large  for  their  needs  and  too  costly  to  maintain  have 
surfaced.  In  addition,  concern  about  meeting  the  needs  of  those 
older  persons  who  have  become  too  frail  to  live  independently  with- 
out adequate  supportive  services  has  led  to  increased  attention  to 
developing  and  utilizing  alternatives.  Among  the  housing  alter- 
natives that  continue  to  receive  attention  are  continuing  care  re- 
tirement communities,  shared  housing  and  ECHO,  or  "granny  flat" 
arrangements. 

1.  Continuing  Care  Retirement  Communities 

Continuing  care  retirement  communities  (CCRCs),  also  called 
life-care  communities,  typically  provide  housing,  personal  care, 
nursing  home  care,  and  a  range  oi  social  and  recreation  services  as 
well  as  congregate  meals.  Residents  enter  into  a  contractual  agree- 
ment with  the  community  to  pay  an  entrance  fee  and  monthly  fees 
in  exchange  for  benefits  and  services.  The  contract  usually  remains 
in  effect  for  the  remainder  of  a  resident's  life. 

The  definition  of  CCRCs  continues  to  be  confusing  and  inconsist- 
ent due  to  the  wide  range  of  services  offered,  differing  types  of 
housing  units,  and  the  varying  contractual  agreements.  According 
to  the  American  Association  of  Homes  for  the  Aging  (AAHA),  "con- 
tinuing care  retirement  communities  are  distinguished  from  other 
housing  and  care  options  for  older  people  by  their  offering  of  a 
long-term  contract  that  provides  for  housing,  services  and  nursing 
care,  usually  all  in  one  location."  In  its  study  on  life  care,  the  Pen- 
sion Research  Council  of  the  University  of  Pennsylvania  developed 
a  definition  of  life-care  communities.  It  includes  providing  specified 
health  care  and  nursing  home  care  services  at  less  than  the  full 
cost  of  such  care,  and  as  the  need  arises. 

There  are  approximately  700-800  continuing  care  retirement 
communities  with  an  estimated  230,000  residents,  which  rep- 
resents about  1  percent  of  the  elderly  population.  While  most  life- 
care  communities  are  operated  by  private,  nonprofit  organizations 
and  some  religious  organizations,  there  has  been  an  increasing  in- 
terest on  the  part  of  corporations  in  developing  such  facilities. 

Continuing  care  retirement  communities  are  often  viewed  as  a 
form  of  long-term  care  insurance,  because  communities  protect  resi- 
dents against  the  future  cost  of  specified  health  and  nursing  home 
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care.  Like  insurance,  residents  who  require  fewer  health  and  nurs- 
ing home  care  services  in  part  pay  for  those  who  require  more  of 
such  services.  Entrance  fees  are  usually  based  on  actuarial  and 
economic  assumptions,  such  as  life  expectancy  rates  and  resident 
turnover  rates,  which  is  also  similar  to  insurance  pricing  policies. 

In  1990,  the  median  CCRC  entrance  fees  ranged  from  approxi- 
mately $32,800  for  a  studio,  $47,500  for  a  one-bedroom  and  $68,250 
for  a  two-bedroom  unit.  The  median  monthly  fees  ranged  from  $695 
for  a  studio,  $830  for  a  one-bedroom  to  $938  for  a  two-bedroom. 
This  wide  range  results  from  such  factors  as  the  social  and  health 
care  services  provided,  the  size  and  quality  of  independent  living 
units,  and  the  amount  of  health  care  coverage  provided.  CCRCs  do 
not  usually  cover  acute  health  care  needs  such  as  doctor  visits  and 
hospitalization.  Studies  have  shown  that  the  average  age  of  per- 
sons entering  life-care  communities  is  75.  In  independent  living 
units,  personal  care  units,  and  nursing  home  units  the  average 
ages  are  80,  84,  and  85,  respectively. 

Problems  have  been  discovered  in  some  communities,  such  as 
those  using  lifespan  and  health  projections  that  are  not  actuarially 
sound,  as  well  as  incorrect  revenue  and  cost  projections.  Some  con- 
tracts are  written  in  such  a  way  that  if  a  person  decides,  even 
within  a  reasonable  period  of  time,  that  he  or  she  does  not  want 
to  stay  at  the  facility,  the  entire  endowment  is  lost  and  not  re- 
turned, even  on  a  pro-rated  basis.  According  to  AAHA's  guidebook 
to  CCRCs,  the  many  variations  of  contracts  can  be  grouped  into 
three  types:  extensive,  modified,  and  fee-for-service.  All  three  types 
of  contracts  include  shelter,  residential  services,  and  amenities. 
The  difference  is  in  the  amount  of  long-term  nursing  care  services. 
The  extensive  contract  includes  unlimited  long-term  nursing  care. 
A  modified  contract  has  a  specified  amount  of  long-term  nursing 
care.  This  specified  amount  may  be  2  months,  for  example,  after 
which  time  the  resident  will  begin  to  pay  a  monthly  or  per  diem 
rate  for  nursing  care.  The  fee-for-service  contract  guarantees  access 
to  the  nursing  facility,  but  residents  pay  a  full  per  diem  rate  for 
all  long-term  nursing  care  required.  Emergency  and  short-term 
nursing  care  may,  but  not  always,  be  included  in  the  contract.  (The 
consumer  guidebook  for  CCRCs  is  available  from  the  American  As- 
sociation of  Homes  for  the  Aging.) 

2.  Shared  Housing 

Shared  housing  can  be  best  defined  as  facilities  housing  at  least 
two  unrelated  persons  where  at  least  one  is  over  60  years  of  age, 
and  in  which  common  living  spaces  are  shared.  It  is  a  concept 
which  targets  single  and  multifamily  homes  and  adapts  them  for 
elderly  housing.  Shared  housing  can  be  agency-sponsored,  where  4 
to  10  persons  are  housed  in  a  dwelling,  or  it  may  be  a  private 
home/shared  housing  situation  in  which  there  are  usually  3  or  4 
residents. 

The  economic  and  social  benefits  of  shared  housing  have  been 
recognized  by  many  housing  analysts.  Perhaps  the  most  easily  rec- 
ognized benefit  is  companionship  for  the  elderly.  Also,  shared  hous- 
ing is  a  means  of  keeping  the  elderly  in  their  own  homes,  while 
helping  to  provide  them  with  the  means  to  maintain  these  homes. 
In  some  instances,  elderly  who  otherwise  would  be  overhoused  can 
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help  families  who  may  be  having  difficulties  in  finding  adequate 
housing  arrangements. 

According  to  census  statistics,  some  670,000  people  over  65  (ex- 
cluding those  who  are  institutionalized  or  in  nursing  homes)  share 
housing  with  nonrelatives;  a  35-percent  jump  over  a  decade  ago. 
From  an  economic  viewpoint,  shared  housing  can  be  an  important 
low-cost  means  of  revitalizing  neighborhoods.  Abandoned  houses 
and  buildings  could  be  made  suitable  for  shared  housing  with  very 
little  renovation.  Shared  housing  is  extremely  cost  effective  when 
compared  to  new  construction.  The  per  unit  capital  costs  could  be 
50  to  60  percent  lower  using  shared  housing. 

There  are  various  impediments  to  shared  housing.  Among  the 
most  prominent  are  zoning  laws  and  reduced  SSI  and  food  stamp 
payments  to  participants.  Congress  has  recognized  and  begun  to 
act  on  the  need  to  overcome  them.  The  Housing  Act  of  1983  in- 
cluded a  provision  allowing  the  existing  and  moderate  rehabilita- 
tion programs  of  Section  8  rental  assistance  to  be  used  to  aid  elder- 
ly families  in  shared  housing. 

There  are  a  number  of  shared  housing  projects  in  existence 
today.  Anyone  seeking  information  in  establishing  such  a  project  or 
looking  for  housing  in  a  project  can  contact  two  knowledgeable  sup- 
port services.  One  is  Operation  Match,  which  is  a  growing  service 
now  available  in  numerous  communities  throughout  the  country.  It 
is  a  free  public  service  open  to  anyone  18  years  of  age  with  no  sex, 
racial,  or  income  requirements.  Operation  Match  is  a  division  in 
the  housing  offices  of  many  cities.  It  helps  match  people  looking  for 
an  affordable  place  to  live  with  those  who  have  space  in  their 
homes  and  are  looking  for  someone  to  aid  with  their  housing  ex- 
penses. Some  of  the  people  helped  by  Operation  Match  are  single 
working  parents  with  children,  those  in  need  of  short-term  housing, 
elderly  people  hurt  by  inflation  or  health  problems,  and  the  handi- 
capped who  require  live-in  help  to  remain  in  their  homes. 

The  other  source  of  information  in  shared  housing  is  the  Shared 
Housing  Resource  Center  in  Philadelphia.  It  was  founded  in  1981, 
and  acts  as  a  link  between  individuals,  groups,  churches,  and  serv- 
ice agencies  that  are  planning  shared  households. 

3.  Accessory  Apartments  and  Granny  Flats 

Accessory  apartments  have  been  accepted  in  communities  across 
the  Nation.  These  apartments  were  occupied  by  members  of  the 
homeowner's  family,  and,  therefore,  accepted  into  the  neighbor- 
hood. Now,  with  affordable  rental  housing  becoming  more  difficult 
to  find,  various  interest  groups,  including  the  low-income  elderly, 
are  taking  a  closer  look  at  this  type  of  housing. 

Accessory  apartments  are  another  form  of  shared  housing,  except 
that  each  unit  has  its  own  kitchen.  As  a  result,  this  form  of  hous- 
ing undergoes  the  same  zoning  restrictions  and  impediments  pre- 
viously mentioned  in  the  shared  housing  discussion.  Approximately 
40  percent  of  the  single  family  housing  stock  in  the  country  is  now 
zoned  to  permit  accessory  apartments.  Once  zoning  is  changed  in 
a  community,  there  are  typically  a  number  of  applications  to  legal- 
ize existing  accessory  apartments,  but  very  few  applications  for 
new  ones.  The  reason  is  that  the  homeowners  must  deal  with  local 
government  zoning  and  building  regulations,  as  well  as  with  con- 
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tractors,  banks,  and  tenants.  Unfortunately,  the  process  is  intimi- 
dating for  many  people  and  it  is  difficult  to  find  reliable  advice.  A 
basic  partnership  between  real  estate  agents  and  remodelers  to 
market  accessory  apartments  could  provide  some  assistance  in  un- 
derstanding this  often  complex  issue. 

Another  innovative  housing  arrangement  under  discussion  is  the 
"granny  flat"  or  "ECHO"  flat,  first  constructed  in  Australia  and  re- 
cently introduced  in  this  country.  Granny  flats  were  constructed  as 
a  means  of  providing  housing  for  elderly  parents  or  grandparents 
where  they  can  be  near  their  families  while  maintaining  a  measure 
of  independence  for  both  parties.  In  the  United  States,  we  refer  to 
such  living  arrangements  as  ECHO  units,  an  acronym  for  elder  cot- 
tage housing  opportunity  units.  ECHO  units  are  small,  freestand- 
ing, barrier  free,  energy  efficient,  and  removable  housing  units  that 
are  installed  adjacent  to  existing  single-family  houses.  Usually  they 
are  installed  on  the  property  of  adult  children,  but  can  also  be  used 
to  form  elderly  housing  cluster  arrangements  on  small  tracts  of 
land.  They  can  be  leased  by  nonprofit  corporations  or  local  housing 
authorities. 

A  demonstration  program  is  set  up  through  which  ECHO  units 
can  be  included  in  the  Section  202  program.  These  are  small,  en- 
ergy-efficient, freestanding,  removable  living  units  which  would  be 
installed  adjacent  to  existing  one-  to  four-family  dwellings.  These 
units  would  be  considered  manufactured  housing  for  purposes  of 
FHA  insurance.  The  purpose  of  the  demonstration  program  is  to 
determine  whether  the  durability  of  such  units  is  appropriate  for 
inclusion  in  the  Section  202  program.  The  Secretary  of  HUD  is  to 
carry  out  this  demonstration  program  and  report  to  Congress  on 
his  findings.  The  Housing  and  Community  Development  Act  of 
1992  authorized  a  reservation  of  sufficient  funds  to  provide  100 
ECHO  units  for  the  demonstration  program. 

4.  Prognosis 

Innovative  housing  programs  are  essential  to  providing  basic 
housing  and  supportive  services  for  our  Nation's  elderly,  handi- 
capped, and  poor.  Congress,  however,  must  take  a  serious  look  at 
the  development  and  expansion  of  many  of  these  programs  as  they 
continue  to  increase  in  number.  Additional  studies  are  needed  to 
look  at  the  promising  aspects  of  these  alternative  housing  options, 
as  well  as  the  prevalence  of  fraud  and  abuse. 

The  life  care  industry,  as  well  as  the  development  of  other  pri- 
vate retirement  facilities,  is  expected  to  grow  over  the  next  several 
years,  mainly  appealing  to  the  upper-middle  and  upper-income 
groups.  Some  are  examining  options  for  developing  life  care  facili- 
ties for  lower-income  Americans,  primarily  those  that  have  been 
able  to  purchase  a  home  and  have  built  up  equity  during  their  life- 
time. This  effort  will  evolve  slowly,  however,  and  will  be  under- 
taken primarily  by  nonprofit  life  care  interests. 

Shared  housing  will  become  a  more  necessary  option  for  older 
Americans  in  future  years  as  the  cost  of  maintaining  a  single  resi- 
dence becomes  a  larger  burden  than  many  elderly  can  afford.  The 
need  for  quality  accessory  apartments  and  granny  flats,  and  other 
innovative  approaches,  will  only  continue  to  grow  with  the  increase 
in  the  number  of  older  Americans.  The  focus  will  be  on  reinvigorat- 
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ing  the  overall  Federal  role  in  meeting  the  housing  needs  of  Ameri- 
ca's low-income  citizens,  and  in  providing  ways  for  the  disabled  and 
those  who  have  "aged  in  place"  to  obtain  services,  so  that  they  can 
continue  to  live  semi-independently. 

E.  HOMELESS  SERVICES 

The  plight  of  the  homeless  continues  to  be  one  of  the  Nation's 
most  pressing  concerns.  One  of  the  most  frustrating  and  troubling 
aspects  of  the  homeless  issue  is  that  no  reliable  statistics  exist  to 
determine  the  number  of  homeless  persons.  Current  estimates  of 
the  number  of  homeless  persons  range  from  250,000  to  5  million. 

The  impact  of  the  current  economic  recession  on  the  prevalence 
of  homelessness  is  difficult  to  determine,  but  budget  cuts  at  the 
State  and  local  level  are  reportedly  exacerbating  the  problem.  A 
survey  conducted  in  February  1992  for  the  Federal  Emergency 
Management  Agency's  (FEMA)  Emergency  Food  and  Shelter  Pro- 
gram found  that  92  percent  of  those  local  boards  and  local  recipient 
organizations  interviewed,  experienced  an  increased  demand  for 
services  since  August  1991.  The  respondents  pointed  to  State  and 
local  cuts  in  general  assistance  and  social  services,  plant  closings, 
and  other  unemployment  as  contributing  factors. 

Homelessness  stems  from  a  variety  of  factors,  including  unem- 
ployment, social  service  and  disability  cutbacks,  lack  of  aftercare 
services  for  the  deinstitutionalized  mentally  ill,  noninstitu- 
tionalization  (the  failure  to  treat  people  who  need  a  hospital  envi- 
ronment), personal  crises,  substance  abuse,  and  housing  shortfalls 
in  urban  areas.  The  homeless  with  chronic  mental  illness  comprise 
between  20  and  40  percent  of  the  estimated  homeless  population. 
In  some  cities,  veterans  of  Vietnam  or  earlier  conflicts  are  thought 
to  make  up  approximately  one-third  to  one-half  of  the  homeless. 
The  fastest  growing  segment  among  the  homeless,  however,  is  un- 
employed individuals  and  their  families.  Recent  studies  also  have 
documented  a  new  category  of  homeless — the  suburban  homeless, 
or  the  working  poor.  Members  of  this  population  may  live  in  rel- 
atively affluent  suburban  communities,  but  with  rising  housing 
costs,  families  who  earn  the  minimum  wage,  or  barely  above  it, 
cannot  afford  apartments  or  houses.  Instead,  they  are  living  on  the 
streets,  in  publicly  funded  shelters,  or  in  their  automobiles. 

Homelessness  among  the  elderly  stems  largely  from  the  lack  of 
affordable  housing  due  to  skyrocketing  rents,  the  elimination  of 
single-room-occupancy  hotels,  and  a  shrinking  supply  of  low-income 
housing.  Given  the  decline  in  Federal  housing  assistance,  the  hous- 
ing needs  of  low-income  households  currently  cannot  be  met.  In  the 
meantime,  the  number  of  people  on  waiting  lists  for  low-income 
public  housing  continues  to  rise. 

During  the  early  1980's,  the  policy  of  deinstitutionalization  was 
credited  as  a  leading  cause  of  homelessness  in  America.  However, 
deinstitutionalization  was  initiated  over  25  years  ago,  and  most 
surveys  report  that  only  a  modest  percentage  of  homeless  persons 
are  former  residents  of  mental  hospitals.  Today,  many  observers 
believe  that  "noninstitutionalization"  (individuals  lack  of  access  to 
or  choice  of  mental  health  treatment)  is  a  critical  factor  contribut- 
ing to  homelessness. 
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1.  Stewart  B.  McKinney  Homeless  Assistance  Act 
(A)  legislative  background 

The  primary  response  of  the  Federal  Government  to  the  plight 
of  the  homeless  has  been  through  the  Stewart  B.  McKinney  Home- 
less Assistance  Act  of  1987.  This  act,  however,  authorized  programs 
only  through  fiscal  year  1988.  Consequently,  an  omnibus  measure 
authorizing  a  2-year  extension  of  the  programs  was  introduced  in 
the  House  of  Representatives  on  March  31,  1988,  as  H.R.  4352.  The 
conference  report  on  H.R.  4352  passed  in  the  House  on  October  19 
1988,  and  in  the  Senate  on  the  following  day.  The  bill  was  signed 
by  the  President  on  November  7,  1988,  and  became  Public  Law 
100-628. 

In  addition  to  reauthorizing  existing  programs  under  the  McKin- 
ney Act,  the  new  law  incorporated  provisions  for  homeless  veterans 
and  the  "Jobs  for  Employable  Dependent  Individuals  Act"  (JEDI) 
to  improve  job  training  and  placement  for  long-term  welfare  recipi- 
ents. 

Today,  the  McKinney  Act  establishes  a  set  of  homeless  assistance 
programs  authorizing  well  over  $1  billion  for  a  wide  range  of  pro- 
grams and  services.  The  Act  also  gives  agencies  serving  the  home- 
less a  priority  for  surplus  Federal  property  and  establishes  the 
Interagency  Council  on  the  Homeless  to  oversee  and  coordinate  the 
homeless  assistance  programs.  While  there  are  many  other  Federal 
programs  that  may  serve  homeless  people,  the  McKinney  Act  pro- 
grams are  the  major  ones  that  have  homeless  people  as  the  pri- 
mary focus. 

The  103d  Congress  appropriated  approximately  $1.2  billion  for 
McKinney  Act  programs  for  fiscal  year  1994.  Fiscal  year  1993  and 
1994  appropriations  for  major  programs  of  the  McKinney  Act  are 
outlined  in  Table  1. 

COMPARATIVE  FUNDING  FOR  MAJOR  MCKINNEY  PROGRAMS:  FISCAL  YEAR  1993  AND  FISCAL  YEAR 

1994  APPROPRIATIONS  AND  FISCAL  YEAR  1994  CUNTON  BUDGET 

[Dollars  in  millions] 

Program  n  19*3  Pf  1994  FY  1994 
^ approp            request  approp 

IMA  Emergency  Food  &  Shelter $129.0  $123  0  $130  0 

WD  Emergency  Shelter  Grants  50  0  513  1150 

■*HS  Emergency  Community  Services  19  8  19  8  19  8 

W  Supportive  Housing 150  0  320  0  334  0 

WD  Section  8  (SR0)  105  0  107  8  150  0 

UJD  Shelter  Plus  Care 2&6  6  273  7  123  7 

<HS  PATH  (mental  health)  29  5  29  5  29  5 

MS  ACCESS  (severe  mental  illness)  1 21  4  '214  214 

tHS  Mental  Health  Demonstrations  (i)  (i)  (i) 

tHS  Alcohol/Drug  Demonstrations (i)  (i)  (i) 

)VA  Mentally  III  Veterans  22.3  28  2  28  2 

IHS  Health  Care  tor  Homeless 58  0  57  9  63  0 

IVA  Veterans  Domiciliary  Care 22  3  23  4  23  4 

D  Adult  Literacy  Training  95  10  0  9  6 

D  Homeless  Children  &  Youth 24  8  25  5  25  5 

»0L  Job  Training  tor  Homeless  12  5  12  5  12  5 

IHS  Family  Support  Centers  59  6  9  7  4 

IUD  Innovative  Services  Demonstrations  HA  NA  100  0 

'VA  Veterans  Comprehensive  Services  NA  NA  8  0 
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COMPARATIVE  FUNDING  FOR  MAJOR  MC  KINNEY  PROGRAMS:  FISCAL  YEAR  1993  AND  FISCAL  YEAR 
1994  APPROPRIATIONS  AND  FISCAL  YEAR  1994  CUNTON  BUDGET— Continued 

[Dollars  in  millions] 


Program 


FY  1993 

approp 


FY  1994 
request 


FY  1994 
approp. 


Total 


9277        1,110.9        1.201.0 


•Fix  FY  1994  (as  in  FY  1993).  the  Senate  Appropriations  Committee  (Sen.  Rept.  103-143)  proposed  to  consolidate  the  substance  abuse 
and  mental  health  demonstration  grants  tor  homeless  people  so  that  services  can  be  coordinated,  and  the  conferees  concurred.  The  Adminis- 
tration is  using  these  funds  for  the  ACCESS  program  serving  homeless  people  with  severe  mental  illness. 

NA— Not  available 

Note— The  FY  1993  appropriations  laws  are  PL  102-389  (Conf.  Rept.  102-902  tor  H.R.  5679)  tor  DVA,  HUO.  and  FEMA  and  PL.  102-974 
(Conf  Rept  102-974  for  H.R  5677)  for  ED.  DOL,  and  HHS.  The  FY  1994  appropriations  laws  are  PI.  103-124  (Conf.  Rept.  103-273)  tor 
DVA.  HUD.  and  FEMA  and  PL  103-112  (Conf.  Rept.  103-275)  tor  ED,  Da,  and  HHS. 

(B)  FUNDING  TRENDS  AND  FISCAL  YEAR  1994  APPROPRIATIONS  ISSUES 

Since  Congress  enacted  the  McKinney  Act  in  1987,  it  has  appro- 
priated over  $5.4  billion  for  services  expressly  targeted  to  homeless 
people.  The  1994  McKinney  Act  appropriations  ($1.2  billion)  are 
more  than  double  the  fiscal  year  1987  appropriation  of  $490  mil- 
lion. The  appropriations  trend  in  recent  years  has  shifted  toward 
housing.  Appropriations  for  housing  programs  for  the  homeless  has 
increased  by  350  percent  since  fiscal  year  1987,  with  over  $600  mil- 
lion appropriated  for  fiscal  year  1994.  Funding  for  emergency  serv- 
ices has  fluctuated.  Once  the  largest  of  the  homeless  funding  cat- 
egories, emergency  services  had  decreased  by  fiscal  year  1993. 
However,  for  fiscal  year  1994  it  received  a  total  of  $265  million,  an 
increase  of  19.3  percent  over  the  1987  level.  Comprehensive  and  so- 
cial services  began  receiving  money  in  fiscal  year  1992,  and  grew 
to  over  $100  million  in  fiscal  year  1994  with  the  funding  of  two 
new  programs. 

The  $1.2  billion  in  total  fiscal  year  1994  McKinney  Act  appro- 
priations approved  by  Congress  is  $90  million  more  than  President 
Clinton  proposed.  Clinton  also  requested  $423  million  in  supple- 
mental fiscal  year  1993  funds  for  the  McKinney  Act  as  part  of  the 
stimulus  package  (H.R.  1335)  that  a  Senate  filibuster  stymied. 

There  continues  to  be  debate  over  which  homeless  programs 
should  receive  increased  funding.  Providers  of  emergency  services 
and  some  advocates  for  homeless  people  argue  that  a  need  still  ex- 
ists for  emergency  shelter  and  food.  Providers  believe  that  State- 
level  budget  cuts  and  ongoing  unemployment  have  exacerbated  the 
need  for  emergency  services.  Others  argue  that  Federal  money 
should  be  directed  to  supportive  housing  that  assists  people  in 
their  transition  from  homelessness  to  self-sufficiency,  and  that 
emergency  shelters  merely  "warehouse"  homeless  people. 

For  fiscal  year  1994,  Congress  more  than  doubled  the  appropria- 
tions for  both  the  HUD  Emergency  Shelter  Grants  and  Supportive 
Housing  programs,  with  fiscal  year  1994  levels  of  $115  and  $334 
million  respectively.  The  amount  for  the  supportive  housing  pro- 
gram includes  up  to  $50  million  for  safe  havens  (a  demonstration 
program  to  provide  a  stable  living  environment  for  the  mentally  ill 
homeless),  and  up  to  $20  million  for  rural  homeless  assistance 
grants.  To  accomplish  part  of  this  increase,  Congress  decreased 
more  than  half  the  fiscal  year  1994  funding  for  the  HUD  Shelter 
Plus  Care  program. 
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One  of  the  more  controversial  actions  taken  by  the  103d  Con- 
gress on  homelessness  was  the  decision  to  provide  no  fiscal  year 
1994  funding  for  the  Interagency  Council  on  the  Homeless  The 
Senate  proposed  (Sen.  Rept.  103-137),  and  conferees  agreed,  that 
HUD  should  take  the  leading  role  in  addressing  homeless  issues  in- 
stead of  the  Interagency  Council.  The  Senate  also  stated  that  HUD 
should  evaluate  the  effectiveness  of  its  multiple  programs  with 
overlapping  goals,  and  instead  propose  a  single  consolidated  home- 
less program  for  the  fiscal  year  1995  budget. 

The  103d  Congress  authorized  and  funded  a  new  Federal  home- 
less program  for  fiscal  year  1994— the  HUD  Innovative  Homeless 
Initiatives  Demonstration  Program  (P.L.  103-120)— aimed  at  dem- 
onstrating how  well  comprehensive  strategies  work  in  addressing 
homelessness.  The  program  is  authorized  for  fiscal  year  1994  only 
and  has  a  funding  level  of  $100  million.  Congress  also  provided  $8 
million  for  the  Homeless  Veterans  Comprehensive  Services  pro- 
gram which  was  authorized,  but  not  funded,  for  fiscal  year  1993 
(P.L.  102-590).  y 

Questions  continue  to  be  raised  about  the  redirection  of  funds 
from  programs  providing  alcohol  and  substance  abuse  treatment  to 
homeless  persons  to  the  new  ACCESS  program.  The  1992  report  of 
the  Federal  Interagency  Task  Force  on  Homelessness  and  Severe 
Mental  Illness,  Outcasts  on  Main  Street,  featured  a  proposal  for  in- 
tegrated services  to  this  target  population.  The  ACCESS  program, 
modeled  after  this  recommendation,  is  designed  for  homeless  peo- 
ple with  severe  mental  illness.  ACCESS  also  has  sparked  con- 
troversy on  the  designation  of  State  mental  health  agencies  as  the 
only  eligible  grantees  (citing  authority  under  section  520A  of  the 
Public  Health  Service  Act),  rather  than  including  community-based 
mental  health  and  substance  abuse  programs  as  specified  in  the 
McKinney  Act  demonstrations. 

(C)  NEW  DIRECTIONS  IN  THE  FEDERAL  RESPONSE  TO  HOMELESSNESS 

On  May  19,  1993,  President  Clinton  signed  an  executive  order  to 
develop  a  comprehensive  Federal  homeless  plan  to  break  the  cycle 
of  homelessness.  This  order  provides  that:  (1)  Federal  member 
agencies  acting  through  the  Interagency  Council  on  the  Homeless, 
shall  develop  a  single  coordinated  Federal  plan  for  breaking  the 
cycle  of  existing  homelessness  and  for  preventing  future  homeless- 
ness; (2)  the  plan  shall  recommend  Federal  administrative  and  leg- 
islative initiatives  identifying  ways  to  streamline  and  consolidate 
existing  programs;  (3)  the  plan  shall  make  recommendations  on 
how  current  funding  programs  can  be  redirected,  if  necessary,  to 
provide  links  between  housing,  support,  and  education  services  and 
to  promote  coordination  among  grantees;  and  (4)  the  Council  shall 
consult  with  representatives  of  State  and  local  governments,  advo- 
cates for  the  homeless,  homeless  individuals  and  other  interested 
parties.  The  Council  must  submit  this  plan  no  later  than  February 
1994  [May  20,  1993,  Fed.  Reg.  Pres.  Docs]. 

In  addition,  the  Speaker's  Task  Force  on  Homelessness  prepared 
a  report  for  the  Speaker  of  the  House  which  provides  specific  pro- 
posals to  fight  homelessness.  This  report  emphasizes  that  the  Gov- 
ernment can  no  longer  just  rely  on  the  McKinney  Act  programs  to 
solve  the  program  of  homelessness.  Instead,  the  report,  prepared  by 
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nine  House  Democrats,  urges  that  the  unique  needs  of  the  home- 
less be  emphasized  in  welfare  programs,  veterans'  assistance  and 
initiatives  that  use  surplus  Federal  properties  for  housing.  It  also 
endorses  reforms  that  indirectly  affect  the  homeless  such  as  raising 
minimum  wage.  The  report  stresses  the  need  for  a  "continuum  of 
care"  to  help  prevent  homelessness  and  to  reintegrate  homeless 
people  into  the  larger  society  [Washington  Post  1/27]. 

Finally,  the  Interagency  Council  on  the  Homeless  will  become 
part  of  the  White  House  Domestic  Policy  Council  and  maintain  its 
office  in  the  HUD  building.  This  Council  representing  all  depart- 
ments which  serve  the  homeless  will  convene  to  coordinate  pro- 
gram and  policy.  The  effort  will  be  chaired  by  Secretary  Cisneros. 
Secretary  Cisneros  stated  that  reducing  the  number  of  homeless 
people  is  HUD's  number  one  priority  [program  alert  Interagency 
Council  on  the  Homeless]. 

2.  Private  and  Public  Sector  Roles 

Although  homelessness  is  a  problem  that  deserves  the  attention 
of  policymakers,  Federal  responsibility  for  the  homeless  continues 
to  be  a  matter  of  considerable  debate.  The  Clinton  administration 
maintains  that  the  problem  is  best  addressed  through  a  com- 
prehensive set  of  federally  assisted  programs  and  benefits.  Others, 
including  past  administrations,  maintain  that  homelessness  would 
be  better  addressed  at  the  local  level  through  religious  and  chari- 
table groups.  The  pro-active  approach  to  homelessness  views  the 
groblem  as  prevalent  across  America  and  beyond  the  capacity  of 
tate  and  local  responses.  Those  adhering  to  this  approach  main- 
tain that  the  Federal  Government  should  assume  responsibility  for 
alleviating  the  problems  that  contribute  to  homelessness  because 
the  causes  can  best  be  addressed  nationally. 

Current  responsibility  for  the  homeless  is  dispersed  among  all 
levels  of  government.  The  Federal  programs  generally  require  local 
and  State-level  planning  and  integration.  The  largest  single  Fed- 
eral appropriation  is  coordinated,  dispersed,  and  monitored  by  a 
national  board  of  local  charities  and  religious  organizations.  How- 
ever, it  is  administered  by  FEMA. 

Another  issue  concerning  the  role  of  the  Government  is  the  ex- 
tent to  which  the  Federal  Government  can  or  should  be  involved 
in  addressing  homelessness  issues.  Even  if  services  were  readily 
available,  an  unknown  portion  of  the  population  may  be  reluctant 
to  accept  them,  raising  essential  questions  of  what  can  or  should 
be  done  to  deliver  services  to  them.  An  indication  of  this  problem 
has  emerged  in  a  few  major  cities  which  have  considered,  or  are 
considering,  new  ordinances  to  temporarily  detain  mentally  ill 
homeless  or  others  who  refuse  to  accept  shelter  from  the  elements. 
In  addition,  because  so  much  of  the  homeless  problem  is  thought 
by  many  to  involve  the  chronically  mentally  ill,  questions  have 
been  raised  about  whether  more  control  can  be  exerted  over  patient 
releases  and  long-term  institutionalization. 

Private  and  public  resources  have  been  mobilized  to  attempt  to 
meet  the  immediate  needs  for  food  and  shelter.  Shelters  and  other 
facilities  available  to  the  homeless  generally  are  provided  by  pri- 
vate groups,  sometimes  with  financial  help  from  local  governments. 
In  addition  to  emergency  shelters,  some  localities  provide  families 
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or  individuals  with  certificates  or  vouchers  to  help  pay  the  rent 
Vouchers  may  also  be  given  to  destitute  people  to  enable  them  to 
rent  rooms  in  single-room  occupancy  buildings  or  hotels. 

A  new  frontier  in  the  law  recently  has  begun  to  develop  concern- 
ing the  rights  of  homeless  individuals.  In  the  face  of  housing  short- 
ages, homeless  people  are  increasingly  turning  to  the  courts  for  as- 
sistance, and  judges  have  started  to  define  their  rights.  While  the 
Constitution  does  not  explicitly  guarantee  a  right  to  shelter,  judges 
have  ordered  State  and  local  officials  to  provide  shelter  based  upon 
State  constitutions  and  statutes,  and  upon  provisions  in  the  Fed- 
eral laws.  It  can  be  expected  that  advocates  for  the  homeless  will 
continue  to  use  the  courts  to  obtain  and  to  enforce  the  basic  rights 
of  the  homeless. 

3.  Federal  Housing  Programs 

Advocates  for  the  homeless,  as  well  as  some  researchers  and 
housing  experts,  argue  that  the  lack  of  affordable  housing  is  the 
chief  cause  of  homelessness.  Federal  expenditures  for  low-income 
housing  continues  to  decrease  while  the  number  of  people  needing 
such  housing  has  increased.  In  addition,  much  of  the  public  hous- 
ing that  has  been  built  over  the  past  half  century  is  obsolete  and 
deteriorating. 

Homeless  advocates  argue  for  a  national  housing  policy  that  in- 
cludes a  resurgence  of  Federal  spending  for  the  construction  and 
renovation  of  public  housing  and  for  a  larger  housing  voucher  pro- 
gram. Some  express  the  belief  that  reversing  the  shortage  of  low- 
and  moderate-income  housing  is  the  only  lasting  solution  to  home- 
lessness. 

Critics  of  an  expansion  of  federally  assisted  housing  maintain 
that  such  spending  cannot  be  accomplished  in  a  time  of  Federal 
deficits  and  budget  constraints,  expressing  the  view  that  incentives 
to  the  private  sector  are  a  better  way  to  stimulate  housing  growth. 
They  also  assert  that  the  changes  in  the  Federal  Government's 
housing  programs  have  not  caused  homelessness.  Furthermore, 
they  argue  that  where  there  are  shortages  of  low-  and  moderate- 
income  housing  units,  it  is  largely  due  to  local  government  policies, 
particularly  rent  control. 

Despite  the  nearly  4.7  million  households  receiving  renter  sub- 
sidies through  HUD  and  Farmer's  Home  Administration  programs, 
approximately  11  million  additional  rental  households  are  eligible 
for  housing  subsidies,  but,  due  to  lack  of  funds,  receive  no  assist- 
ance. These  households  are  often  described  as  "on  the  verge  of 
homelessness"  and  are  frequently  the  focal  point  of  the  homeless- 
ness prevention  programs  that  are  emerging  on  the  local  and  State 
levels. 

4.  Emergency  Shelters  and  Welfare  Hotels 

When  homelessness  originally  was  thought  to  be  a  temporary  cri- 
sis, it  was  generally  agreed  that  shelters  were  a  reasonable  re- 
sponse. Some  now  fear  that  what  is  called  a  "shelter  industry"  has 
emerged,  created  in  large  part  by  Federal  money.  This  argument 
states  that  shelters  are  transforming  from  temporary  facilities  to 
self-perpetuating  institutions.  Some  maintain  that  the  growth  of 
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these  shelters  has  attracted  people  to  homelessness,  making  no- 
madic street  life  and  panhandling  a  viable  alternative  for  those 
who  choose  not  to  be  productive  members  of  society. 

The  use  of  Emergency  Assistance  (EA)  and  Aid  to  Families  With 
Dependent  Children  (AFDC)  money  to  house  families  in  commer- 
cial, transient  accommodations,  commonly  referred  to  as  "welfare 
hotels,"  is  an  especially  controversial  practice.  Reports  indicate  that 
the  costs  of  housing  families  in  hotels  far  exceed  the  normal  hous- 
ing allowance  for  welfare  recipients. 

At  one  end  of  the  spectrum  are  those  who  would  forbid  the  use 
of  these  funds  for  such  purposes,  maintaining  that  the  practice  is 
inappropriate  and  wasteful.  At  the  other  end  of  the  spectrum  are 
those  who  view  the  practice  as  problematic  but  essential,  given  the 
currently  available  range  of  programs  and  services.  They  point  out 
that  AFDC  housing  allowances  often  are  insufficient,  even  for  low- 
income  housing.  Emergency  shelter  providers  also  report  that  they 
cannot  meet  the  demand  for  space  and  that  welfare  hotels  are  a 
last  resort. 

Currently,  there  are  three  main  Federal  emergency  services  pro- 
grams. The  Emergency  Food  and  Shelter  Grants  Program,  adminis- 
tered by  FEMA,  authorizes  a  board  comprised  of  staff  from  FEMA, 
the  United  Way  of  America,  the  Salvation  Army,  the  National 
Council  of  Churches  of  Christ  in  the  United  States,  Catholic  Char- 
ities USA,  the  Council  of  Jewish  Federations,  Inc.,  and  the  Amer- 
ican Red  Cross  to  allocate  moneys  to  local  boards.  These  local 
boards  then  distribute  the  funds  to  private  nonprofit  organizations 
and  public  agencies  providing  emergency  food  and  shelter  to  home- 
less people.  Congress  has  appropriated  $130  million  for  this  pro- 
gram in  fiscal  year  1994. 

The  Emergency  Shelter  Grants  Program,  administered  by  HUD, 
authorizes  formula  grants  to  States,  local  governments,  and  private 
nonprofits  that  provide  assistance  to  the  homeless.  Eligible  activi- 
ties include  renovating  buildings  for  use  as  emergency  shelters  and 
providing  services  concerned  with  employment,  health,  drug  abuse,, 
or  education.  The  appropriation  for  this  program  in  fiscal  year  1994 
is  $115  million.  Finally,  the  Emergency  Community  Services 
Homeless  Grant  Program,  administered  by  HHS,  authorizes  for- 
mula grants  to  States  which,  in  turn,  award  90  percent  of  the 
funds  to  Community  Services  Block  Grant  Agencies  or  grantees  al- 
ready providing  services  to  homeless  people.  This  program  funds 
various  social  service  and  homeless  prevention  activities  and  has 
been  appropriated  $19.8  million  in  fiscal  year  1994. 

5.  Shelter  Plus  Care  Program 

A  Shelter  Plus  Care  Program  is  authorized  to  provide  rental 
housing  assistance  in  connection  with  supportive  services  funded 
from  matching  funds  from  other  sources.  This  assistance  is  to  be 
used  for  homeless  persons  with  disabilities,  primarily  persons  who 
are  seriously  mentally  ill,  have  chronic  substance  abuse  problems, 
or  have  AIDS  and  related  diseases,  and  the  families  of  such  per- 
sons. To  the  extent  practicable,  HUD  is  to  reserve  50  percent  of  all 
funds  provided  for  homeless  individuals  who  are  seriously  mentally 
ill  or  have  chronic  problems  with  alcohol  or  drugs. 
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Applicants  who  are  chosen  for  participation  in  the  Shelter  Care 
Plus  Program  will  be  nonprofit  entities  who  will  be  chosen  through 
national  competition.  An  applicant  wishing  to  participate  in  this 
program  must  submit  forms  showing  proof  of  need  in  the  commu- 
nity to  be  served,  a  description  of  the  population  to  be  served  a  de- 
scription of  the  supportive  services  to  be  provided,  and  the  mecha- 
nisms for  their  delivery.  These  organizations  will  then  enter  into 
5  year  contracts  with  HUD  for  rental  housing  assistance.  Each  con- 
tract will  provide  that  the  recipient  will  receive  amounts  not  to  ex- 
ceed aggregate  Section  8  existing  housing  fair  market  rents 

Before  anv  assistance  is  provided,  each  unit  will  be  inspected  to 
determine  that  the  unit  meets  Section  8  housing  quality  standards 
and  the  rent  for  the  unit  is  reasonable.  Each  tenant  will  pay  30 
percent  of  his  income,  or  the  portion  of  welfare  payment  designated 
for  housing  expenses,  as  rent. 

The  occupancy  agreement  between  the  tenant  and  owner  must  be 
for  at  least  1  month.  However,  where  necessary  to  assure  that  the 
provision  of  supportive  services  to  persons  is  feasible,  an  owner 
may  require  a  tenant  participating  in  the  program  to  live  in  a  par- 
ticular structure  or  unit  for  up  to  1  year,  and  within  the  geographic 
area  for  the  full  period  of  participation. 

u^u  housing  and  Community  Development  Act  of  1992  revised 
the  Shelter  Plus  Care  Program  so  that  it  now  offers  leased  housing 
in  the  community  for  severely  disabled  single  homeless  persons 
through  tenant-based,  project-based,  or  sponsor-based  assistance 
The  tenant-based  assistance  is  provided  through  vouchers  which 
are  distributed  by  States,  local  governments,  or  PHAs  to  those  who 
need  assistance.  Applicants  may  subcontract  the  distribution  of 
these  vouchers  to  nonprofit  organizations  for  distribution. 

Under  the  sponsor-based  component  of  the  shelter  plus  care  pro- 
gram, nonprofit  organizations  will  receive  rental  assistance  pay- 
ments to  house  homeless  persons  aided  by  the  program. 

Project-based  assistance  is  to  be  provided  through  5-  to  10-year 
contracts  between  HUD  and  owners  of  rental  units  (not  necessarily 
nonprofits)  for  rental  assistance  tied  to  units  which  will  be  occupied 
by  homeless  individuals  with  chronic  problems.  An  example  of  a 
project-based  assistance  would  be  a  single  room  occupancy  (SRO) 
living  situation. 

Congress  has  appropriated  $123.7  million  for  the  Shelter  Plus 
Care  Program  in  fiscal  year  1994.  Because  of  the  different  types  of 
assistance  available  under  this  program,  it  is  difficult  to  estimate 
the  number  of  units  which  will  be  provided. 

6.  Supportive  Housing  for  the  Homeless 

The  Housing  and  Community  Development  Act  of  1992  created 
a  new  supportive  housing  program  which  combines  transitional 
housing,  permanent  housing  for  the  disabled  homeless,  and  the 
Supplemental  Assistance  for  Facilities  to  Assist  the  Homeless 
(SAFAH)  program. 

Under  the  program,  at  least  25  percent  of  the  allocated  funds 
must  be  used  for  families,  and  another  25  percent  must  be  used  to 
aid  disabled  homeless  persons.  The  rest  of  the  funding  is  to  be  used 
to  create  innovative  housing  arrangements  with  supportive  services 
for  the  homeless.  Funds  may  also  be  used  for  an  "outreach"  pro- 
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gram  through  which  services  unattached  to  housing  can  be  pro- 
vided for  the  homeless.  The  appropriation  for  this  program  in  fiscal 
year  1994  is  $334  million. 

7.  Section  8  Moderate  Rehabilitation  for  Single  Room 

Occupancy 

Under  this  program  HUD  provides  Section  8  assistance  for  the 
moderate  rehabilitation  of  (SRO)  units  in  an  effort  to  preserve  ex- 
isting housing  and  prevent  homelessness.  It  authorizes  competitive 
awards  to  local  public  housing  authorities  and  owners  of  rental 
property  for  the  rehabilitation  of  SROs,  including  efficiencies,  to  be 
used  solely  to  house  homeless  people.  Awards  have  a  cost  limit  per 
SRO  unit  plus  the  cost  of  meeting  local  fire  and  safety  codes.  The 
assistance  provides  a  vehicle  to  upgrade  rental  properties  in  the 
early  stages  of  deterioration  and  maintain  them  in  standard  condi- 
tion, while  providing  rental  subsidies  on  behalf  of  lower  income 
tenants. 

The  Housing  and  Community  Development  Act  of  1992  requires 
that  fire  and  safety  improvements  be  made  in  buildings  to  be  used 
as  SROs  for  the  homeless.  Such  buildings  will  be  required  to  have 
sprinkler  systems  installed  in  all  major  spaces,  such  as  hallways 
and  large  common  areas.  In  addition,  hard-wire  smoke  detectors 
and  any  fire  safety  improvements  required  by  State  and  local  law 
must  also  be  in  place  before  any  housing  assistance  payments  from 
HUD  can  be  made. 

The  appropriation  for  the  moderate  rehabilitation  of  SRO  apart- 
ments in  fiscal  year  1994  is  $150  million. 

8.  Safe  Havens  for  the  Homeless 

The  Housing  and  Community  Development  Act  of  1992  set  up  a 
new  program  designed  to  provide  low-cost  housing  known  as  "safe- 
havens"  for  homeless  persons  who  are  unwilling  or  unable  to  par- 
ticipate in  mental  health  treatment  programs  or  to  receive  support- 
ive services. 

The  Act  authorizes  HUD  to  make  grants  to  nonprofits,  States,  or 
local  governments  to  provide  24-hour  housing,  not  simply  sleeping 
facilities  or  day  care.  To  the  extent  possible,  volunteer  services  or 
homeless  individuals  and  families  should  be  employed  in  construct- 
ing, renovating,  maintaining,  or  operating  such  facilities,  as  well  as 
in  providing  services  for  occupants  of  the  facility. 

Congress  has  designated  $50  million  of  the  funds  appropriated 
for  supportive  housing  for  the  homeless  be  set  aside  for  the  Safe 
Havens  Program  for  fiscal  year  1994. 

9.  Institutionalization 

Some  communities  are  enacting  laws  that  allow  local  authorities 
to  institutionalize  the  chronically  mentally  ill  homeless  without 
their  permission.  For  example,  a  homeless  woman  sued  New  York 
City  over  her  involuntary  commitment  to  a  mental  hospital.  Al- 
though the  hospital  ultimately  released  the  woman,  a  higher  court 
upheld  the  local  law  which  provides  for  involuntary  confinement  in 
certain  circumstances. 
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The  debate  extends  beyond  the  mentally  ill  homeless  to  include 
ordinances  that  detain  any  homeless  person  who  refuses  to  accept 
shelter  from  the  elements.  Questions  of  civil  liberties  and  rights  of 
the  homeless  will  increasingly  become  an  issue  within  the  judicial 
system. 

As  public  awareness  of  homeless  issues  increased  in  the  early 
1980's,  deinstitutionalization  was  credited  as  the  leading  cause  of 
homelessness.  This  conclusion  was  based,  in  part,  upon  national 
statistics  documenting  the  dramatic  decline  in  number  of  mental 
hospital  patients,  followed  by  a  notable  increase  in  the  number  of 
homeless.  This  move  toward  deinstitutionalization,  however,  was 
initiated  more  than  25  years  ago,  and  more  recent  surveys  report 
that  only  a  modest  percentage  of  homeless  people  are  former  resi- 
dents of  mental  hospitals. 

10.  Health,  Social,  and  Welfare  Services 

The  homeless  would  clearly  benefit  from  the  delivery  of  health, 
social,  and  welfare  services.  Some  maintain  that  many  of  the 
McKinney  programs  are  not  necessary  because  they  duplicate  exist- 
ing programs.  Community  primary  health  and  mental  health  cen- 
ters are  available  to  low-income  people,  including  the  homeless. 
When  Congress  removed  requirements  that  recipients  have  perma- 
nent addresses  to  obtain  certain  benefits,  it  lifted  the  major  legal 
barrier  to  providing  services  to  the  homeless.  Thus,  it  is  argued 
that  instead  of  special  public  welfare  programs  for  the  homeless, 
which  complicate  the  provision  of  services  at  the  local  level  and  are 
potentially  wasteful,  local  service  providers  should  conduct  more 
mtreach  to  the  homeless,  thus  aiding  them  with  existing  programs. 

A  widely  held  perspective  maintains  that  funds  for  the  homeless 
should  be  distributed  as  a  block  grant.  This  would  enable  State  and 
local  policymakers  to  make  discretionary  choices  according  to  the 
varying  needs  of  individual  communities. 

Another  important  policy  option  is  the  concept  of  supportive  serv- 
ices within  the  context  of  public  housing  to  those  who  have  pre- 
viously been  homeless.  The  provision  of  supportive  services  also 
serves  as  a  preventive  measure. 

The  103d  Congress  funded  two  new  programs,  discussed  above, 
which  deal  with  the  provision  of  comprehensive  services  to  the 
lomeless.  The  first  program,  the  HUD  Innovative  Homeless  Initia- 
tes Demonstration  Program,  was  authorized  and  funded  ($100 
nillion)  for  1994  only.  This  program  is  intended  to  help  determine 
low  well  comprehensive  strategies  work  in  addressing  homeless- 
less.  The  second  program,  the  Homeless  Veterans  Comprehensive 
Services  Program,  was  funded  $8  million  for  fiscal  year  1994. 

11.  Prognosis 

Homelessness  cannot  be  addressed  as  if  it  were  simply  an  emer- 
gency situation;  homelessness  is  a  chronic  condition  plaguing  this 
Nation.  In  the  past,  legislation  provided  assistance  in  the  form  of 
emergency  shelters  and  meals,  but  Congress  must  take  a  pro-active 
ipproach  to  the  problem  and  address  the  causes  of  homelessness. 
Hie  Clinton  Administration's  pro-active  approach  and  HUD's  new 
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active  interest  in  homelessness  issues  is  a  step  in  the  right  direc- 
tion. 

The  lack  of  affordable  housing  and  increasing  rental  rates  are 
major  factors  contributing  to  the  rising  number  of  homeless  per- 
sons. This  has  resulted  in  a  new  category  of  the  homeless  popu- 
lation— the  working  poor.  Congress  must  work  with  the  States  to 
ensure  that  a  sufficient  amount  of  low-income  housing  is  available 
to  meet  the  needs  of  this  population.  Although  the  passage  of  the 
Cranston-Gonzalez  National  Affordable  Housing  Act  of  1990  and 
the  Housing  and  Community  Development  Act  of  1992  addressed 
many  of  the  Nation's  housing  needs,  much  more  remains  to  be  done 
to  make  up  for  the  drastic  decrease  in  funding  that  housing  pro- 
grams experienced  throughout  the  1980's. 

The  Stewart  B.  McKinney  Homeless  Assistance  Amendments  Act 
of  1990  provided  a  modest  increase  in  authorization  levels  and 
some  redefinition  and  expansion  of  services.  A  key  issue  of  debate 
in  recent  housing  proposals  has  been  provisions  regarding  social 
services  within  the  context  of  public  housing.  Congress  has  recog- 
nized the  need  for  supportive  services  by  incorporating  language 
into  legislation,  but  they  nVust  continue  to  work  to  ensure  that 
these  programs  receive  adequate  appropriations. 

Homelessness  will  continue  to  increase  unless  significant  atten- 
tion is  paid  to  the  shortage  of  adequate  housing,  social  services  pro- 
grams are  initiated,  and  the  issue  of  noninstitutionalization  is  ad- 
dressed. Fortunately,  there  have  been  some  gains  with  the  new  ad- 
ministration and  the  103d  Congress.  First,  for  fiscal  year  1994, 
Congress  approved  $1.2  billion  in  funding  for  homeless  assistance 
programs  authorized  by  the  McKinney  Act.  Second,  funding  for 
emergency  services,  which  has  been  experiencing  decreases  in  re- 
cent years,  received  a  major  increase  for  fiscal  year  1994.  Third, 
the  1994  Report  from  the  Speaker's  Task  Force  on  Homelessness 
recognizes  that  government  can  no  longer  just  rely  on  the  McKin- 
ney Act  programs  to  solve  the  homelessness  problem  but  instead 
must  combat  homelessness  through  long-term  assistance  and  social 
policy  reform.  Finally,  two  newly  authorized  programs  that  will 
provide  comprehensive  services  for  the  homeless  received  funding 
for  the  first  time  in  fiscal  year  1994.  This  positive  movement  is  en- 
couraging but  even  more  must  be  done  in  the  future.  Congress 
must  make  homelessness  a  priority  in  order  to  improve  the  current 
situation. 


Chapter  14 


ENERGY  ASSISTANCE  AND  WEATHERIZATION 

OVERVIEW 

Energy  costs  have  a  substantial  impact  on  the  elderly  poor.  Often 
they  are  unable  to  afford  the  high  costs  of  heating  and  cooling  fuel, 
and  they  are  far  more  vulnerable  than  younger  adults  in  winter 
and  summer. 

The  high  cost  of  energy  is  a  special  concern  for  low-income  elder- 
ly individuals.  The  inability  to  pay  these  costs  causes  the  elderly 
to  be  more  susceptible  to  hypothermia  and  heat  stress.  Hypo- 
thermia, the  potentially  lethal  lowering  of  body  temperature,  is  es- 
timated to  be  the  cause  of  death  for  up  to  25,000  elderly  people 
each  year.  The  Center  for  Environmental  Physiology  in  Washing- 
ton, D.C.  reports  that  most  of  these  deaths  occur  after  exposure  to 
cool  indoor  temperatures  rather  than  extreme  cold.  Hypothermia 
can  set  in  at  indoor  temperatures  between  50  and  60  degrees  Fahr- 
enheit. Additionally,  extremes  in  heat  contribute  to  heat  stress, 
which  in  turn  can  trigger  heat  exhaustion,  heatstroke,  heart  fail- 
ure, and  stroke. 

Two  Federal  programs  exist  to  ease  the  energy  cost  burden  for 
low-income  individuals:  The  Low-Income  Home  Energy  Assistance 
Program  (LIHEAP)  and  the  Department  of  Energy's  Weatheriza- 
tion  Assistance  Program.  Both  LIHEAP  and  the  Weatherization 
Assistance  Program  give  priority  to  elderly  and  handicapped  citi- 
zens to  assure  that  these  households  are  aware  that  help  is  avail- 
able, and  to  minimize  the  possibility  of  utility  services  being  shut- 
off.  In  the  past,  States  have  come  up  with  a  variety  of  means  for 
implementing  the  targeting  requirement.  Several  aging  organiza- 
tions have  suggested  that  Older  Americans  Act  programs,  espe- 
cially senior  centers,  be  used  to  disseminate  information  and  per- 
form outreach  services  for  the  energy  assistance  programs.  In- 
creased effort  has  been  made  in  recent  years  to  identify  elderly  per- 
sons eligible  for  energy  assistance  and  to  provide  the  elderly  popu- 
lation with  information  about  the  risks  of  hypothermia. 

Although  these  programs  have  played  an  important  role  in  help- 
ing millions  of  America's  poor  and  elderly  meet  their  basic  energy 
needs  and  to  weatherize  their  homes,  there  is  a  dramatic  gap  be- 
tween existing  Federal  resources  and  the  needs  of  the  population 
these  programs  were  intended  to  serve.  According  to  a  1992  study 
by  the  Response  Analysis  Corporation,  "A  large  increase  in  the 
number  of  low-income  households  between  1990  and  1992  brought 
about  an  increase  in  total  low-income  home  energy  bills.  The  share 
of  the  total  low-income  energy  bill  covered  by  LIHEAP  fell  from  25 
percent  in  1981  to  15  percent  in  1992." 
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304 

Low-income  households  pay  three  to  four  times  what  all  house- 
holds combined  pay  for  residential  home  energy  costs — 11-13  per- 
cent versus  3-4  percent,  respectively.  For  example,  in  fiscal  year 
1990,  LIHEAP  households  spent  $1,040,  or  13  percent  of  their  in- 
come  on  residential  energy,  as  compared  to  $1,144,  or  3  percent  of 
total  income  for  households  of  all  income  levels.  All  low-income 
households  (annual  incomes  under  the  greater  of  150  percent  of  the 
poverty  line  or  60  percent  of  the  Stated  medium  income)  spent 
$1,003,  or  10  percent  of  their  income,  on  their  residential  energy 
needs. 

Both  the  LIHEAP  and  weatherization  programs  are  vital  to  the 
households  they  serve,  especially  during  the  winter  months.  Ac- 
cording to  a  recent  HHS  study,  since  major  cuts  in  LIHEAP  began 
in  1988,  the  number  of  low-income  households  with  "heat  interrup- 
tions" due  to  inability  to  pay  has  doubled.  Thus,  many  low-income 
people  go  to  extraordinary  means  to  keep  warm  when  financial  as- 
sistance is  inadequate,  such  as  going  to  malls,  staying  in  bed,  using 
stoves,  and  cutting  back  on  food  ana/or  medical  needs. 

A.  BACKGROUND 

1.  The  Low-Income  Home  Energy  Assistance  Program 

Prior  to  LIHEAP  there  were  a  series  of  modest,  short-term  fuel 
crisis  intervention  programs  in  the  1970's.  These  programs  were 
administered  by  the  Community  Services  Administration  (CSA)  on 
an  annual  budget  of  approximately  $200  million.  However,  between 
1979  and  1980  the  price  of  home  heating  oil  doubled.  As  a  result, 
Congress  sharply  expanded  aid  for  energy  by  creating  a  three-part, 
$1.6  billion  energy  assistance  program.  Of  this  amount,  $400  mil- 
lion went  to  CSA  for  the  continuation  of  its  crisis-intervention  pro- 
grams; $400  million  to  HHS  for  one-time  payments  to  recipients  of 
Supplemental  Security  Income  (SSI);  and  $800  million  to  HHS  for 
distribution  as  grants  to  States  to  provide  supplemental  energy  al- 
lowances. 

In  1980,  Congress  passed  the  Home  Energy  Assistance  Act  as 
part  of  the  crude  oil  windfall  profit  tax  legislation,  appropriating 
$1.85  billion  for  the  program.  At  present,  LIHEAP  is  authorized  by 
the  Low-Income  Home  Energy  Assistance  Act  (Title  XXVI  of  the 
Omnibus  Budget  Reconciliation  Act  of  1981)  as  amended  by  the 
Human  Services  Reauthorization  Acts  of  1984,  1986,  1990,  and  the 
National  Institutes  of  Health  Revitalization  Act  of  1993. 

LIHEAP  is  one  of  the  seven  block  grants  originally  authorized  by 
OBRA  and  administered  by  HHS.  The  purpose  of  LIHEAP  is  to  as- 
sist eligible  households  in  meeting  the  costs  of  home  energy. 
Grants  are  made  to  the  States,  the  District  of  Columbia,  approxi- 
mately 114  Indian  tribes  and  tribal  organizations,  and  six  U.S.  ter- 
ritories. Each  grantee's  annual  grant  is  a  percentage  share  of  the 
annual  Federal  appropriation  (grants  to  Indian  tribes  are  taken 
from  their  State's  allocation).  Thepercentage  share  is  set  by  a  for- 
mula established  in  1980  for  LIHEAFs  predecessor.  If  the  Federal 
appropriation  is  above  $1,975  billion,  a  new  formula  takes  effect, 
and  grants  are  allocated  by  a  formula  based  largely  on  home  en- 
ergy expenditures  by  low-income  households.  Annual  Federal 
grants  can  be  supplemented  with  the  following  funds:  oil  price 
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overcharge  settlements  (money  paid  by  oil  companies  to  settle  oil 
price  control  violation  claims  and  distributed  to  States  by  the  En- 
ergy Department);  State  and  local  funds  and  special  agreements 
with  energy  providers;  money  carried  over  from  the  previous  fiscal 
year;  authority  to  transfer  funds  from  other  Federal  block  grants; 
and  payments  under  a  $24  million-a-year  special  incentive  program 
for  grantees  that  successfully  "leverage"  non-Federal  resources. 

Financial  assistance  is  provided  to  eligible  households,  directly  or 
through  vendors,  for  home  heating  and  cooling  costs,  energy-related 
crisis  intervention  aid,  and  low-cost  weatherization.  Some  States 
also  make  payments  in  other  ways,  such  as  through  vouchers  or  di- 
rect payments  to  landlords.  Homeowners  and  renters  are  required 
to  be  treated  equitably.  Flexibility  is  allowed  in  the  use  of  the 
grants.  A  maximum  of  10  percent  may  be  transferred  into  other 
block  grant  programs;  however,  this  authority  ceases  in  1994.  No 
more  than  15  percent  may  be  used  for  weatherization  assistance 
(up  to  25  percent  if  a  Federal  waiver  is  given),  and  up  to  10  percent 
may  be  carried  over  to  the  next  fiscal  year.  A  maximum  of  10  per- 
cent of  the  grant  may  be  used  for  administrative  costs. 

States  establish  their  own  benefit  structures  and  eligibility  rules 
within  broad  Federal  guidelines.  Eligibility  may  be  granted  to 
households  receiving  other  forms  of  public  assistance,  such  as  SSI, 
Aid  to  Families  With  Dependent  Children  (AFDC),  food  stamps, 
certain  needs-tested  veterans'  and  survivors'  payments,  or  those 
households  with  income  less  than  150  percent  of  the  Federal  pov- 
erty income  guidelines  or  60  percent  of  the  State's  median  income, 
whichever  is  greater.  Lower  income  eligibility  requirements  may  be 
set  by  States  and  other  jurisdictions,  but  not  below  110  percent  of 
the  Federal  poverty  level. 

LIHEAP  places  certain  program  requirements  on  grantees. 
Grantees  are  required  to  provide  a  plan  which  describes  eligibility 
requirements,  benefit  levels,  and  the  estimated  amount  of  funds  to 
be  used  for  each  type  of  LIHEAP  assistance.  Public  input  is  re- 
quired in  developing  the  plan.  The  highest  level  of  assistance  must 
go  to  households  with  the  lowest  incomes  and  highest  energy  costs 
in  relation  to  income.  Energy  crisis  intervention  must  be  adminis- 
tered by  public  or  nonprofit  entities  that  have  a  proven  record  of 
performance.  Crisis  assistance  must  be  provided  within  48  hours 
after  an  eligible  household  applies.  In  life-threatening  situations, 
assistance  must  be  provided  in  18  hours.  A  reasonable  amount 
must  be  set  aside  by  grantees  for  energy  crisis  intervention  until 
March  15  of  each  year.  Applications  for  crisis  assistance  must  be 
taken  at  accessible  sites  and  assistance  in  completing  an  applica- 
tion must  be  provided  for  the  physically  disabled. 

The  most  recent  figures  from  HHS  concerning  LIHEAP  are  for 
fiscal  year  1992.  They  indicate  that  States  provided  heating  assist- 
ance to  5.9  million  households  in  fiscal  year  1992.  Additionally, 
950,275  households  received  winter  crisis  assistance,  384,468  re- 
ceived cooling  assistance,  106,066  received  weatherization  assist- 
ance and  25,570  received  summer  crisis  assistance.  In  comparison, 
fiscal  year  1991  figures  indicate  that  5.7  million  households  re- 
ceived heating  assistance,  1  million  received  winter  crisis  assist- 
ance, 374,483  received  cooling  assistance,  127,587  received  weath- 
erization assistance,  and  39,399  received  summer  crisis  assistance. 
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For  fiscal  year  1992,  the  total  unduplicated  number  of  households 
receiving  LIHEAP  assistance  could  not  be  calculated  because  some 
households  received  more  than  one  type  of  LIHEAP  assistance. 

Over  70  percent  of  LIHEAP  recipients  have  an  annual  income  of 
less  than  $8,000.  Most  are  elderly  or  single-parent  households.  The 
March   1992  Current  Population  Survey  estimates  that  approxi- 
mately 37  percent  of  households  receiving  heating  assistance  in- 
cluded at  least  one  member  age  60  years  and  older,  which  is  slight- 
ly below  the  proportion  (40  percent)  of  all  low-income  households 
that  contain  an  elderly  member.  The  State  reported  data  for  fiscal 
year  1992  indicates  that  households  with  elderly  members  most 
often  received  cooling  assistance,  49.9  percent.  Additionally,  28.6 
percent  of  households  with  elderly  members  received  heating  as- 
sistance, 14.7  percent  received  winter/year  round  crisis  assistance, 
39.2  percent  received  summer  crisis  assistance,  and  31.3  percent 
received  weatherization  assistance. 
The  fiscal  year  1992  HHS  LIHEAP  report  to  Congress  revealed: 
On  average,  residential  energy  expenditures  for  all  house- 
holds fell  from  $1,208  in  fiscal  year  1991  to  $1,194  in  fiscal 
year  1992; 

Low-income  households,  especially  LIHEAP  recipients,  are 
more  likely  to  heat  their  homes  with  bulk  fuels  (fuel  oil,  ker- 
osene, and  liquefied  petroleum  gas),  while  all  households  are 
more  likely  to  use  electricity; 

On  average,  low-income  households  consume  about  10  per- 
cent less  for  space  heating,  about  30  percent  less  for  space  cool- 
ing, about  15  percent  less  for  appliances,  and  about  8  percent 
less  for  water  heating  than  the  average  for  all  households; 

Average  annual  home  heating  expenditures  for  all  house- 
holds was  about  $378,  and  for  LIHEAP  recipients  it  was  $386; 
Home  heating  expenditures  represented  a  higher  percentage 
of  annual  household  income  for  low-income  households  (about 
3.2  percent)  than  for  all  households  (about  1  percent); 

While  electricity  is  used  by  most  households  to  cool  their 
homes,  low-income  households  are  less  likely  than  all  house- 
holds to  cool  their  homes; 

Average  annual  home  cooling  expenditures  for  all  households 
that  cooled  was  about  $136,  and  for  LIHEAP  recipients  that 
cooled  was  about  $94; 

Cooling  expenditures  represented  a  higher  percentage  of  av- 
erage annual  income  for  low-income  households  that  cooled  (0.9 
percent)  than  for  all  households  that  cooled  (0.4  percent); 

Households  that  received  heating  assistance  were  among  the 
poorest  households  within  the  LIHEAP  eligible  population; 

Households  receiving  summer  crisis  assistance  represented 
the  greatest  portion  of  assisted  households  (13.1  percent)  with 
annual  income  under  $2,000,  and  households  receiving  weath- 
erization assistance  represented  the  greatest  portion  of  as- 
sisted households  (9.4  percent)  with  annual  incomes  of  $15,000 
and  over; 

The  national  annual  average  benefit  was  $168  for  heating 
assistance,  which  increased  to  $190  when  heating  and  winter/ 
year  round  crisis  benefits  were  combined;  and 
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Nationally,  the  average  benefit  for  assistance  with  heating 
costs  (including  home  heating  assistance)  decreased  12  percent 
from  fiscal  year  1991  to  fiscalyear  1992.  The  average  home 
heating  expenditures  for  LIHEAP  recipient  households  in- 
creased less  than  1  percent  from  fiscal  year  1991  to  fiscal  year 
1992.  Consequently,  the  average  benefit  offset  a  lower  percent 
of  average  heating  expenditures  for  LIHEAP  recipient  house- 
holds in  fiscal  year  1992  (49.3  percent)  compared  to  fiscal  year 
1991  (56  percent).  * 

According  to  HHS,  in  fiscal  year  1992,  LIHEAP  provided  States 
$990,903,031  for  heating  assistance,  $22,645,002  for  cooling  assist- 
ance, $197,218,623  for  energy  crisis  intervention  or  crisis  assist- 
ance, and  $134,816,010  for  low-cost  residential  weatherization  or 
other  energy-related  home  repair. 

In  fiscal  vear  1993,  LIHEAP  was  appropriated  $1,346  billion.  An 
additional  $600  million  was  available  in  1993  if  requested  by  the 
President  due  to  emergency  needs  but  was  not  expended.  The  fiscal 
year  1993  appropriation  also  included  $1,437  billion  in  advance 
funding  for  the  first  three  quarters  of  fiscal  year  1994,  October 
1993  to  June  1994,  which  represents  the  beginning  of  the  transi- 
tion of  LIHEAP  from  a  fiscal  year  to  a  program  year  funding  cycle. 
Under  the  new  funding  cycle,  the  money  for  the  new  July  through 
June  program  year  are  to  be  appropriated  well  in  advance  of  the 
heating  season,  which  will  allow  grantees  to  know  what  funds  will 
be  available  before  the  heating  season  begins.  In  fiscal  year  1993, 
it  is  estimated  that  LIHEAP  provided  energy  assistance  benefits  to 
approximately  5.2  million  households,  or  14  million  individuals 

In  fiscal  year  1994  LIHEAP  is  funded  at  $1,475  billion.  The 
President's  fiscal  year  1995  budget  proposes  funding  LIHEAP  at 
$730  million. 

2.  The  Department  of  Energy  Weatherization  Assistance 

Program 

Federal  efforts  to  weatherize  the  homes  of  low-income  persons 
began  on  an  ad  hoc,  emergency  basis  after  the  1973  oil  embargo. 
A  formal  program  was  established,  under  the  Community  Services 
Administration  (CSA),  in  1975.  The  Department  of  Energy  (DOE) 
became  involved  in  1976  with  passage  of  Public  Law  94-385.  In 
1977  and  1978,  DOE  administered  a  grant  program  that  paralleled 
and  supplemented  the  CSA  program;  DOE  provided  money  for  the 

Purchase  of  material  and  CSA  was  responsible  for  labor.  In  1979, 
>OE  became  the  sole  Federal  agency  responsible  for  operating  a 
low-income  weatherization  assistance  program. 

The  DOE's  Weatherization  Assistance  Program  is  authorized 
under  Title  IV  of  the  Energy  Conservation  and  Production  Act  (P.L. 
94-385,  as  amended).  The  goals  of  the  Weatherization  Assistance 
Program  are  to  decrease  national  energy  consumption  and  to  re- 
duce the  impact  of  high  fuel  costs  on  low-income  households,  par- 
ticularly those  of  the  elderly  and  the  handicapped.  Additionally,  the 
program  seeks  to  increase  employment  opportunities  through  the 
installation  and  manufacturing  of  low-cost  weatherization  mate- 
rials. The  1990  legislation  reauthorizing  the  program  also  permits 
and  encourages  the  use  of  innovative  energy  saving  technologies  to 
achieve  these  goals. 
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The  Weatherization  Assistance  Program  is  a  formula  grant  pro- 
gram which  flows  from  the  Federal  to  State  governments  to  local 
weatherization  agencies.  There  are  51  State  grantees  (each  State 
and  the  District  of  Columbia),  and  approximately  1,103  local 
weatherization  agencies,  or  subgrantees. 

To  be  eligible  for  weatherization  assistance,  household  income 
must  be  at  or  below  125  percent  of  the  Federal  poverty  level. 
States,  however,  may  raise  their  income  eligibility  level  to  150  per- 
cent of  the  poverty  level  to  conform  to  the  LIHEAP  income  ceiling. 
States  may  not,  however,  set  it  below  125  percent  of  the  poverty 
level.  Households  with  persons  receiving  AFDC,  SSI,  or  local  cash 
assistance  payments  are  also  eligible  for  assistance.  Priority  for  as- 
sistance is  given  to  households  with  an  elderly  individual,  age  60 
and  older,  or  a  handicapped  person. 

Although  the  law  is  not  specific,  Federal  regulations  specify  that 
each  State's  share  of  funds  is  to  be  based  on  its  climate,  relative 
number  of  low-income  households  and  share  of  residential  energy 
consumption.  Funds  made  available  to  the  States  are  in  turn  allo- 
cated dollars  to  nonprofit  agericies  for  purchasing  and  installing  en- 
ergy conserving  materials,  such  as  insulation,  and  for  making  en- 
ergy-related repairs.  Federal  law  allows  a  maximum  average  ex- 
penditure of  $1,600  per  household,  unless  a  state-of-the-art  energy 
audit  shows  that  additional  work  on  /heating  systems  or  cooling 
equipment  would  be  cost-effective. 

Since  its  inception  through  1991,  the  weatherization  program  has 
served  more  than  2  million  homes.  In  over  half  of  these  homes,  at 
least  one  resident  was  age  60  or  older.  In  fiscal  year  1990,  an  esti- 
mated 89,000  homes  were  modified  under  the  program,  with  at 
least  one-third  of  the  residents  estimated  to  be  age  65  or  older.  An 
estimated  102,744  homes  were  weatherized  in  fiscal  year  1992  and 
97,000  in  fiscal  year  1993. 

In  1993,  the  DOE  issued  a  report  entitled,  National  Impacts  of 
the  Weatherization  Assistance  Program  in  Single  Family  and  Small 
Multifamily  Dwellings.  The  report  represents  5  years  of  research 
that  shows  DOE's  Weatherization  Assistance  Program  saves 
money,  reduces  energy  use,  and  makes  weatherized  homes  a  safer 
place  to  live.  Two  researchers  at  DOE's  Oak  Ridge  National  Lab- 
oratory concentrated  on  data  from  the  1989  program  year  (April  1 
through  March  31)  in  which  198,000  single-family  and  small  multi- 
family  buildings  and  20,000  units  in  large  multifamily  buildings 
were  weatherized  in  that  year.  Of  that  amount,  14,970  dwellings 
weatherized  in  that  year  were  studied.  The  report  revealed: 

The  Weatherization  Assistance  Program  saves  $1.09  in  en- 
ergy costs  for  every  $1  spent; 

The  average  energy  savings  per  dwelling  was  $1,690,  while 
it  cost  $1,550  to  weatherize  the  average  home,  including  over- 
head; 

The  program  was  most  effective  in  cold  weather  States  in  the 
Northeast  and  upper  Midwest,  which  may  be  due  to  DOE's 
early  emphasis  on  heating  rather  than  cooling; 

States  with  cold  climates  produced  the  highest  energy  sav- 
ings. For  natural  gas  consumption,  first-year  savings  rep- 
resented a  25-percent  reduction  in  gas  used  for  space  heating 
and  a  14-percent  reduction  in  total  electricity  use; 
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Weatherization  reduced  the  average  low-income  recipient's 
energy  bill  by  $116,  which  represents  approximately  18  percent 
of  the  total  home  heating  bill  of  $640; 

Energy  savings  through  weatherization  reduces  U.S.  carbon 
emissions  by  nearly  1  million  metric  tons.  Savings  were  the 
most  dramatic  in  single  family  detached  houses  in  cold  cli- 
mates; and 

The  average  low-income  household  in  the  North  is  particu- 
larly hard  hit  by  home  energy  costs,  spending  17  percent  of  in- 
come on  residential  energy.  Elsewhere  across  the  country,  low- 
income  people  typically  spend  12  percent  of  their  income  on  en- 
ergy, compared  to  only  3  percent  tor  other  incomes. 
In  fiscal  year  1993,  the  appropriation  for  the  Weatherization  As- 
sistance Program  was  $183.3  million.  The  fiscal  year  1994  appro- 
priation is  $206.8  million.  The  President  has  proposed  $249.8  mil- 
lion for  fiscal  year  1995. 

B.  CONGRESSIONAL  RESPONSE 

On  February  4,  1993,  Senator  Patrick  Leahy  introduced  S.  309, 
the  Rural  Jobs  and  Investment  Act  of  1993.  S.  309  makes  emer- 
gency supplemental  appropriations  to  provide  a  short-term  stimu- 
lus to  promote  job  creation  in  rural  areas  of  the  United  States. 
Title  II  of  the  bill  makes  supplemental  fiscal  year  1993  appropria- 
tions for  these  Department  of  Energy  programs:  (1)  low-income 
weatherization  assistance;  and  (2)  institutional  energy  conservation 
and  State  energy  conservation.  The  bill  would  provide  $150  million 
to  enable  the  Secretary  of  Enenry  to  make  grants  under  Title  III 
of  the  Energy  Conservation  and  Production  Act  for  the  Weatheriza- 
tion Assistance  Program  for  low-income  persons.  The  bill  was  re- 
ferred to  the  Committee  on  Appropriations. 

Representative  Barney  Frank  introduced  H  R.  3321,  a  bill  to  pro- 
vide increased  flexibility  to  States  in  carrying  out  the  Low-Income 
Home  Energy  Assistance  Program,  on  October  20,  1993.  The  bill, 
which  passed  the  House  on  November  15,  1993,  amends  the  Hous- 
ing and  Community  Development  Act  of  1992  to  create  a  limited 
exception  to  the  general  requirement  of  equal  treatment  to  permit 
States  greater  flexibility  in  structuring  their  LIHEAP  programs. 
States  would  continue  to  be  prohibited  from  implementing  a  blan- 
ket disqualification  of  subsidized  housing  tenants  with  energy 
costs.  They  would,  however,  be  permitted  to  consider  tenants'  util- 
ity allowances,  provided  by  local  public  housing  authorities,  in  de- 
termining or  adjusting  the  amount  of  LIHEAP  benefit  to  be  grant- 
ed. Any  reductions  in  LIHEAP  benefits,  however,  would  have  to  be 
reasonably  related  to  the  amount  of  the  heating  or  cooling  compo- 
nent of  the  utility  allowance  and  would  be  subject  to  the  longstand- 
ing requirement  in  the  LIHEAP  statute  that  the  highest  LIHEAP 
awards  be  provided  to  households  with  the  greatest  energy  bur- 
dens. This  amendment  makes  clear  that  the  prohibition  on  dis- 
crimination against  tenants  paying  heating  or  cooling  costs  in  sub- 
sidized housing  would  remain  in  force  for  any  programs  other  than 
LIHEAP  that  may  be  available  to  serve  these  tenants.  On  Novem- 
ber 22,  1993,  the  measure  passed  in  the  Senate  by  unanimous  con- 
sent. (A  provision  of  this  bill  is  identical  to  a  provision  in  S.  1299, 
Housing  and  Community  Development  Act  of  1993.)  On  December 
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14,  1993,  the  legislation  was  signed  into  law  (P.L.  103-185,  107 
Stat.  2244)  by  the  President. 

Senator  J.  Bennett  Johnston  introduced  S.  991,  the  Lower  Mis- 
sissippi Delta  Initiative  Act  1993  on  May  19,  1993.  The  bill  directs 
the  Secretary  of  the  Interior  and  the  Secretary  of  Energy  to  under- 
take initiatives  to  address  needs  in  the  lower  Mississippi  Delta  Re- 
gion, and  for  other  purposes.  Section  206  of  the  bill  amends  the  En- 
ergy Conservation  and  Production  Act  to  direct  the  Secretary  of 
Energy  to  make  grants  to  States  and  Indian  tribal  organizations  in 
the  Delta  region  for  weatherization  of  low-income  dwelling  units.  S. 
991  authorizes  $20  million  in  fiscal  years  1995,  1996,  and  1997, 
and  requires  that  these  grants  be  in  addition  to  grants  that  are 
provided  under  existing  programs.  The  bill  was  referred  to  the 
Committee  on  Energy  and  Natural  Resources,  on  October  5,  1993, 
it  was  ordered  to  be  reported  out  of  Committee  with  an  amendment 
in  the  nature  of  a  substitute.  The  measure,  as  amended,  passed  the 
Senate  by  unanimous  consent  on  November  20,  1993. 

C.  PROGNOSIS 

There  has  been  a  substantial  reduction  in  LIHEAP  funding  lev- 
els in  the  past  decade  from  a  high  of  $2.1  billion  in  fiscal  year  1985 
to  the  current  level  of  $1,475  billion  in  fiscal  year  1994.  Since  1985, 
the  cumulative  funding  loss  has  been  $4,154  billion.  (If  inflation 
were  taken  into  account  the  funding  level  would  be  approximately 
$2.7  billion  today.)  During  the  late  1980,s,  much  of  the  decrease  in 
LIHEAP  and  Weatherization  was  made  up  by  a  large  share  of  the 
oil  overcharge  refunds  (approximately  $2  billion).  Virtually  all  of 
those  funds  have  now  been  expended.  The  President  is  proposing 
a  cut  to  LIHEAP  funding  to  $730  million,  which  would  probably  cut 
the  number  of  LIHEAP  beneficiaries  by  2.6  million  households  or 
reduce  benefit  levels  significantly.  In  1993,  approximately  10  per- 
cent of  funding  for  the  Weatherization  Assistance  Program  came 
from  the  LIHEAP  Block  Grant.  Cuts  in  LIHEAP  would  severely  de- 
crease or  possibly  eliminate  the  use  of  LIHEAP  funds  for  weather- 
ization. 

There  is  little  doubt  that  LIHEAP  has  been  successful  in  provid- 
ing emergency  energy  relief  to  millions  of  poor  Americans,  a  signifi- 
cant percentage  of  whom  are  elderly.  Much  of  this  success  is  due 
to  the  ability  of  the  States  to  assume  the  responsibility  of  this 
prominent  block  grant  program  and  their  ability  to  administer  it  in 
the  way  they  see  best  even  with  decreasing  funds.  At  the  same 
time,  DOE's  weatherization  assistance  program  has  reduced  the 
energy  expenditures  for  many  persons  living  in  poverty.  Neverthe- 
less, the  debate  over  funding  levels  for  these  programs  will  likely 
persist. 


Chapter  15 


OLDER  AMERICANS  ACT 

HISTORICAL  PERSPECTIVE 

The  Older  Americans  Act  (OAA),  enacted  in  1965,  is  the  major 
vehicle  for  the  organization  and  delivery  of  supportive  and  nutri- 
tion services  to  older  persons.  It  was  created  during  a  time  of  rising 
societal  concern  for  the  needs  of  the  poor.  The  OAA's  enactment 
marked  the  beginning  of  a  variety  of  programs  specifically  designed 
to  meet  the  social  and  human  needs  of  the  elderly. 

The  OAA  was  one  in  a  series  of  Federal  initiatives  that  were  part 
of  President  Johnson's  Great  Society  programs.  These  legislative 
initiatives  grew  out  of  a  concern  for  the  large  percentage  of  older 
Americans  who  were  impoverished,  and  a  belief  that  greater  Fed- 
eral involvement  was  needed  beyond  the  existing  health  and  in- 
come-transfer programs.  Although  older  persons  could  receive  serv- 
ices under  other  Federal  programs,  the  OAA  was  the  first  major 
legislation  to  organize  and  deliver  community-based  social  services 
exclusively  to  older  persons. 

The  OAA  followed  similar  social  service  programs  initiated  under 
the  Economic  Opportunity  Act  of  1964.  The  OAA's  conceptual 
framework  was  similar  to  that  embodied  in  the  Economic  Oppor- 
tunity Act  and  was  established  on  the  premise  that  decentraliza- 
tion of  authority  and  the  use  of  local  control  over  policy  and  pro- 
gram decisions  would  create  a  more  responsive  service  system  at 
the  community  level. 

When  enacted  in  1965,  the  OAA  established  a  series  of  broad  pol- 
icy objectives  designed  to  meet  the  needs  of  older  persons.  Although 
the  OAA  then  lacked  both  legislative  authority  and  adequate  fund- 
ing, it  did  establish  a  structure  through  which  the  Congress  would 
later  expand  aging  services. 

Over  the  years,  the  essential  mission  of  the  OAA  has  remained 
very  much  the  same:  To  foster  maximum  independence  by  provid- 
ing a  wide  array  of  social  and  community  services  to  those  older 
persons  in  the  greatest  economic  and  social  need.  The  key  philoso- 
phy of  the  program  has  been  to  help  maintain  and  support  older 
persons  in  their  homes  and  communities  to  avoid  unnecessary  and 
costly  institutionalization. 

The  Act  authorizes  a  wide  array  of  service  programs  through  a 
nationwide  network  of  57  State  agencies  on  aging  and  665  Area 
Agencies  on  Aging  (AAAs).  It  supports  the  only  federally  sponsored 
job  creation  program  benefiting  low-income  older  persons  and  is  a 
major  source  of  Federal  funding  for  training,  research,  and  dem- 
onstration activities  in  the  field  of  aging.  It  also  authorizes  a  sepa- 
rate program  for  supportive  and  nutrition  services  for  older  Native 
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Americans  and  Native  Hawaiians  and  authorizes  a  program  to  pro- 
tect the  rights  of  older  persons. 

The  Act  establishes  the  Administration  on  Aging  (AOA)  within 
the  Department  of  Health  and  Human  Services  (HHS)  which  ad- 
ministers all  of  the  Act's  programs  except  for  the  Community  Serv- 
ice Employment  Program  administered  by  the  Department  of  Labor 
(DOL),  and  the  commodity  or  cash-in-lieu  of  commodities  portion  of 
the  nutrition  program,  administered  by  the  U.S.  Department  of  Ag- 
riculture (USDA). 

The  original  legislation  established  AOA  within  HHS  and  estab- 
lished a  State  grant  program  for  community  planning  and  services 
programs,  as  well  as  authority  for  research,  demonstration,  and 
training  programs.  The  Act  has  been  amended  13  times  since  the 
original  legislation  was  enacted.  Major  amendments  included  the 
creation  of  the  national  nutrition  program  for  the  elderly  in  1972 
and  the  network  of  area  agencies  on  aging  in  1973.  Other  amend- 
ments established  the  long-term  care  ombudsman  program  and  a 
separate  grant  program  for  older  Native  Americans  in  1978,  and  a 
number  of  additional  service  programs  under  the  State  and  area 
agency  on  aging  program  in  1987,  including  in-home  services  for 
the  frail  elderly,  programs  to  prevent  elder  abuse,  neglect  and  ex- 
ploitation, and  health  promotion  and  disease  prevention  programs, 
among  others.  The  most  recent  amendments  in  1992  created  a  new 
Title  VII  to  consolidate  and  expand  certain  programs  that  focus  on 
protection  of  the  rights  of  older  persons  (which  under  prior  law 
were  authorized  under  Title  III). 

During  the  1970's,  Congress  significantly  improved  the  OAA  by 
broadening  its  scope  of  operations  and  establishing  the  foundation 
for  a  "network"  on  aging  under  a  Title  III  program  umbrella.  In 
1973,  the  area  agencies  on  aging  were  authorized.  These  agencies, 
along  with  the  State  Units  on  Aging  (SUAs),  provide  the  adminis- 
trative structure  for  programs  under  the  OAA.  In  addition  to  fund- 
ing specific  services,  these  entities  act  as  advocates  on  behalf  of 
older  persons  and  help  to  develop  a  service  system  that  will  best 
meet  older  Americans'  needs.  As  originally  conceived  by  the  Con- 
gress, this  system  was  meant  to  encompass  both  services  funded 
under  the  OAA,  and  services  supported  by  other  Federal,  State, 
and  local  programs. 

Increased  funding  during  the  1970's  allowed  for  the  further  de- 
velopment of  AAAs  and  for  the  provision  of  other  services,  includ- 
ing access  (transportation,  outreach,  and  information  and  referral), 
in-home,  and  legal  services.  Expansion  of  OAA  programs  continued 
until  the  early  1980's  when,  in  response  to  the  Reagan  Administra- 
tion's policies  to  cut  the  size  and  scope  of  many  Federal  programs, 
the  growth  if  OAA  spending  was  slowed  substantially,  and  for  some 
programs  was  reversed.  For  example,  between  fiscal  years  1981 
and  1982,  Title  IV  funding  for  training,  research,  and  discretionary 
programs  in  aging  was  cut  by  approximately  50  percent.  In  fact, 
funding  for  the  Older  Americans  Act  programs  has  grown  less  than 
the  rate  of  inflation  over  the  10-year  period  from  fiscal  year  1983 
to  fiscal  year  1993. 

Fortunately,  there  is  widespread  bipartisan  congressional  sup- 
port of  OAA  programs,  especially  nutrition  and  senior  employment, 
which  continues  to  protect  them.  Although  the  funding  for  OAA 
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programs  has  not  kept  pace  with  inflation  over  the  last  10  years, 
in  1944  the  Act's  programs  received  an  increase  of  4  percent  above 
the  1993  level.  Also  in  1994,  the  Title  VII  Outreach,  Counseling 
and  Assistance  Program  was  funded  for  the  first  time  and  the 
White  House  Conference  on  Aging  received  $1  million  in  appropria- 
tions. With  the  elderly  population  increasing,  the  need  and  impor- 
tance of  funding  for  OAA  programs  will  continue  to  increase.  Un- 
fortunately, until  real  progress  is  made  in  remedying  the  Federal 
deficit,  the  OAA  programs  will  continue  to  face  problems  and  oppo- 
sition to  increased  funding. 

A.  THE  OLDER  AMERICANS  ACT  1993  TITLES 

The  following  is  a  brief  description  of  each  Title  of  the  Older 
Americans  Act: 

1.  Title  I— Objectives  and  Definitions 

Title  I  outlines  broad  social  policy  objectives  aimed  at  improving 
the  lives  of  all  older  Americans  in  a  variety  of  areas  including  in- 
come, health,  housing,  long-term  care,  and  transportation. 

2.  Title  II — Administration 

Title  II  establishes  the  AOA  to  administer  most  OAA  programs 
and  to  act  as  the  chief  Federal  agency  advocate  for  older  persons. 
It  also  authorizes  the  Federal  Council  on  Aging  to  advise  the  Presi- 
dent and  Congress  regarding  the  needs  of  older  persons.  Council 
members  are  appointed  by  the  President,  the  Speaker  of  the  House, 
and  the  President  pro  tempore  of  the  Senate. 

3.  Title  III— State  and  Community  Programs  on  Aging 

Title  III  authorizes  grants  to  State  and  area  agencies  on  aging 
to  act  as  advocates  on  behalf  of  programs  for  the  elderly  and  to  co- 
ordinate programs  for  this  group.  This  program  supports  57  State 
agencies  on  aging,  665  area  agencies  on  aging,  and  over  25,000 
service  provider  organizations.  This  nationwide  network  of  support- 
ive, nutrition,  and  other  social  services  programs  receive  most  of 
the  Act's  total  Federal  funding  (66  percent  in  fiscal  year  1994). 

Funds  for  supportive,  nutrition,  and  home  care  services  are  dis- 
tributed to  States  by  AOA  based  on  a  formula  which  takes  into  ac- 
count State  population  age  60  or  over.  The  majority  of  Title  III 
funding  is  for  congregate  and  home-delivered  meals  (65  percent  in 
1994).  In  addition  to  formula  grant  funds  awarded  to  States  by 
AOA,  States  also  receive  assistance  from  the  USDA  in  the  form  of 
commodities  or  cash-in-lieu  of  commodities. 

Supportive  services  and  centers  represent  almost  one-third  of 
Title  III  funds.  It  authorizes  a  wide  range  of  services  to  older  per- 
sons including  supportive  services  (with  priority  on  access,  in-home 
services,  and  legal  assistance);  congregate  and  home-delivered  nu- 
trition services;  school-based  meals  for  volunteer  older  persons  and 
multigenerational  programs;  in-home  services  for  the  frail  elderly; 
assistance  for  special  needs;  disease  prevention  and  health  pro- 
motion activities  and  supportive  activities  for  caretakers  of  the  frail 
elderly. 
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The  program  requires  that  services  be  available  to  all  older  per- 
sons, but  be  targeted  on  those  persons  in  greatest  social  and  eco- 
nomic need,  with  particular  attention  to  low-income  minority  older 
persons.  Means  tests  are  prohibited,  but  older  persons  are  encour- 
aged to  make  contributions  toward  the  costs  of  services. 

4.  Title  IV— Training,  Research,  and  Discretionary  Projects 

and  Programs 

The  Title  IV  program  authorizes  the  Assistant  Secretary  on 
Aging  to  award  funds  for  a  broad  array  of  training,  research,  and 
demonstration  projects  in  the  field  of  aging.  Funds  are  to  be  used 
to  expand  knowledge  about  aging  and  the  aging  process  and  to  test 
innovative  ideas  about  services  and  programs  for  older  persons. 

Title  IV  supports  a  wide  range  of  demonstration  projects,  includ- 
ing, for  example,  projects  on  community-based  long-term  care, 
adult  literacy,  Alzheimer's  disease  support  services,  and  career 
preparation  and  continuing  education  in  the  field  of  aging. 

5.  Title  V — Community  Service  Employment  for  Older 

Americans 

The  Community  Service  Employment  Program  authorizes  funds 
to  subsidize  part-time  community  service  jobs  for  unemployed,  low- 
income  persons  55  years  of  age  or  older.  This  program  is  the  only 
direct  job  creation  program  for  older  persons.  The  Department  of 
Labor  awards  funds  to  operate  the  program  to  10  national  organi- 
zations and  to  State  agencies,  primarily  State  agencies  on  aging, 
which  recruit,  train,  and  place  enrollees  in  jobs.  National  sponsors 
received  78  percent  of  funds,  and  State  sponsors  received  22  per- 
cent. National  organizations  that  receive  funds  are  Associacion  Pro 
Personas  Mayores,  the  National  Caucus  and  Center  on  Black  Aged, 
National  Council  on  Aging,  American  Association  of  Retired  Per- 
sons, National  Council  of  Senior  Citizens,  National  Urban  League, 
Inc.,  Green  Thumb,  National  Pacific/Asian  Resource  Center  on 
Aging,  National  Indian  Council  on  Aging,  and  the  U.S.  Forest  Serv- 
ice. In  program  year  1992-93  (July  1,  1992-June  30,  1993),  Title 
V  supported  65,200  jobs.  Fiscal  year  1994  funds  will  support  53,000 
employment  positions  for  national  organizations  and  15,000  for 
State  agencies. 

Enrollees  are  paid  the  higher  of  the  Federal  or  State  minimum 
wage  or  the  local  prevailing  rate  or  pay  for  similar  employment, 
and  work  in  a  wide  variety  of  community  service  activities,  such  as 
health  care,  senior  centers,  and  education.  Title  V  wages  are  not 
considered  when  determining  eligibility  for  Federal  housing  and 
food  stamp  programs. 

6.  Title  VI — Grants  for  Native  Americans 

Title  VI  authorizes  funds  for  supportive  and  nutrition  services  for 
older  Native  Americans,  under  Part  A,  and  for  older  Native  Hawai- 
ians  under  Part  B. 

Under  Part  A,  a  tribal  organization  is  eligible  for  Title  VI  funds 
if  it  has  at  least  50  older  Native  Americans.  The  law  allows  older 
Native  Americans  to  receive  assistance  under  Title  VI,  as  well  as 
under  Title  HI  programs. 
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Part  B,  the  Native  Hawaiian  Program,  retains  a  separate  author- 
ization under  Title  VI.  Like  tribal  organizations,  the  Native  Hawai- 
ian organizations  are  eligible  for  funds  if  they  represent  at  least  50 
Native  Hawaiians  who  are  60  years  of  age  or  older. 

In  fiscal  year  1993,  215  Native  American  Tribal  organizations 
and  one  Native  Hawaiian  organization  received  Title  VI  funds. 

7.  Title  VII— Vulnerable  Elder  Rights  Protection  Activities 

Title  VII  authorizes  funds  for  activities  that  protect  the  rights  of 
the  vulnerable  elderly.  Programs  authorized  are — The  Long-Term 
Care  Ombudsman  Program;  programs  to  prevent  elder  abuse,  ne- 
glect, and  exploitation;  elder  rights  and  legal  assistance,  outreach, 
counseling,  and  assistance  programs  on  insurance  and  public  bene- 
fits. Title  VII  also  authorizes  an  elder  rights  program  for  Native 
American  elderly.  Funds  are  distributed  to  State  agencies  on  aging 
based  on  a  formula  which  takes  into  account  State  population  age 
60  or  over. 

B.  SUMMARY  OF  MAJOR  ISSUES  IN  THE  1992 
REAUTHORIZATION  AND  CONGRESSIONAL  RESPONSE 

Legislation  reauthorizing  the  Older  Americans  Act  was  reviewed 
for  reauthorization  during  the  102d  Congress.  On  September  30 
1992,  the  President  signed  into  law  legislation  (P.L.  102-375)  reau- 
thorizing the  Act  through  fiscal  year  1995.  Amendments  to  the 
Older  Americans  Act  include  modification  and  expansion  of  the  nu- 
trition program  for  the  elderly;  assurance  of  more  effective 
targeting  of  services  to  low  income  and  minority  older  persons;  cre- 
ation of  a  new  Title  VII  to  protect  the  rights  of  vulnerable  older 
persons;  and  expanded  initiatives  on  long-term  care  programs.  Pub- 
lic Law  102-375  also  increased  the  USDA  reimbursement  for 
meals,  limited  State  authority  to  transfer  funds  between  certain 
Title  III  services;  authorized  programs  for  assistance  to  caregivers 
of  the  frail  elderly;  clarified  the  role  of  Title  III  agencies  in  working 
with  the  for-profit  sector;  and  required  improvements  in  AOA  data 
collection. 

1.  Background 

Authorization  of  appropriations  for  the  OAA  expired  at  the  end 
of  fiscal  year  1991.  In  preparation  for  the  1992  reauthorization,  the 
Special  Committee  on  Aging  held  a  series  of  workshops  in  1990 
which  focused  on  a  number  of  reauthorization  issues,  including  in- 
formation systems  and  information  flow  within  the  aging  network; 
legal  assistance  and  the  ombudsman  program;  and  the  role  of  the 
AOA.  In  addition,  the  Committee  conducted  a  nutrition  workshop 
in  February  1991  which  focused  in  part  on  OAA-funded  nutrition 
programs,  and  a  hearing  in  July  1992  on  grandparents  who  are 
raising  their  grandchildren. 

Based  on  the  findings  of  these  workshops  and  hearing,  the  Chair- 
man of  the  Special  Committee  on  Aging,  Senator  David  Pryor  intro- 
duced four  separate  bills  to  amend  the  Act:  (1)  S.  974  to  improve 
information  and  assistance,  legal  assistance,  the  long-term  care 
ombudsman  program,  data  collection,  and  transportation  services 
for  the  elderly;  (2)  S.   1477,  to  improve  the  quality,  safety,  and 
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wholesomeness  of  meals  served  by  OAA-supported  nutrition  pro- 
grams; (3)  S.  1740,  to  redistribute  Title  III  funds  to  alleviate  the 
burden  placed  on  States  with  a  disproportionate  number  of  low-in- 
come elderly  persons;  and  (4)  S.  3236,  to  establish  the  National  Re- 
source Center  for  Grandparents.  Most  of  the  major  provisions  of 
the  first  three  bills  have  been  incorporated  into  Public  Law  102- 
375.  Senator  Pryor  reintroduced  the  fourth  bill  in  March  1993  as 
S.  621.  The  bill  has  been  referred  to  the  Senate  Committee  on 
Labor  and  Human  Resources. 

In  addition,  Senator  Pryor  sponsored  two  other  initiatives  which 
are  included  in  the  new  legislation:  (1)  Provisions  for  special 
projects  in  comprehensive  long-term  care,  and  for  several  long-term 
care  resource  centers  including  one  devoted  exclusively  to  long- 
term  care  issues  affecting  the  rural  elderly;  and  (2)  grants  to  States 
for  developing  comprehensive  and  coordinated  senior  transpor- 
tation systems,  and  grants  to  area  agencies  on  aging  to  assist  them 
in  leveraging  additional  resources  to  deliver  transportation  serv- 
ices. 

Bills  to  reauthorize  the  Act  through  fiscal  year  1995  were  passed 
by  the  House  and  the  Senate  in  1991,  but  legislation  was  not  en- 
acted until  1992.  H.R.  2967  was  passed  by  the  House  on  September 
12,  1991,  and  S.  243  was  passed  by  the  Senate  on  November  12, 

1991.  Final  passage  of  the  reauthorization  bill  was  delayed  due  to 
inclusion  of  amendments  added  on  the  Senate  and  House  floors  to 
eliminate  or  liberalize  the  Social  Security  earnings  test.  Com- 
promise language  on  the  Older  Americans  Act  approved  by  the 
House  Education  and  Labor  Committee  and  the  Senate  Labor  and 
Human  Resources  Committee  was  passed  by  the  House  on  April  9, 

1992.  On  September  15,  1992,  S.  3008,  the  Senate  version  of  the 
compromise  reauthorization  bill  was  passed  by  the  Senate  without 
an  earnings  test  amendment.  The  compromise  bill  was  subse- 
quently passed  by  the  House  on  September  22,  clearing  the  meas- 
ure for  the  President. 

2.  Targeting  of  Services 

Congress  always  intended  that  services  provided  under  Title  III 
of  the  Older  Americans  Act  be  available  to  all  older  persons  who 
need  assistance,  and  that  program  participation  not  depend  on  in- 
come status  alone.  Successive  amendments  have  suggested  that  nu- 
trition and  supportive  services  be  focused  on  those  persons  in 
greatest  social  or  economic  need,  with  particular  attention  to  low- 
income  minority  older  persons.  In  recent  years,  Congress  has  ex- 
pressed concern  about  the  need  to  improve  targeting  of  supportive 
and  nutrition  services  to  older  persons  most  in  need,  especially  low- 
income  minority  older  persons. 

How  to  improve  targeting  was  a  major  focus  of  the  1992  reau- 
thorization process.  Although  the  OAA  has  required  that  State  and 
area  agencies  on  aging  give  preference  to  the  elderly  with  the 
greatest  economic  or  social  need,  especially  low-income  minority  in- 
dividuals, some  advocates  stress  that  all  relevant  sections  of  the 
OAA  should  specify  this  preference  in  order  to  emphasize  the  im- 
portance of  serving  these  groups. 

The  1992  reauthorization  hearings  documented  that  participation 
by  minorities  in  Title  III  programs  continues  to  decline.  Reasons 
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cited  for  the  decline  included  that  minority  persons  often  felt  that 
OAA  programs  were  not  responsive  to  their  needs  and  priorities, 
meals  were  not  culturally  appropriate,  non-English  publications 
seldom  were  available,  and  there  was  insufficient  publicity  about 
OAA  programs  and  referral  services.  Additional  reasons  given  were 
that  outreach  to  minority  older  persons  by  area  agencies  on  aging 
was  poor  and  that  minorities  were  absent  or  excluded  from  the 
service  delivery  planning  process  on  local  advisory  councils. 

During  the  1992  reauthorization,  attention  focused  on  the  use  of 
intrastate  funding  formulas  to  target  services  to  those  in  greatest 
economic  or  social  need  and  methods  for  improving  AOA's  data  col- 
lection methods.  Public  Law  102-375  strengthened  prior  statutory 
requirements  in  a  number  of  ways.  Formulas  used  by  State  agen- 
cies on  aging  for  distribution  of  Title  III  funds  within  the  State  are 
required  to  take  into  account  the  distribution  of  older  persons  with 
greatest  economic  and  social  need,  with  particular  attention  to  low- 
income  minority  older  persons.  The  Act  also  clarified  that  these 
intrastate  funding  formulas  must  be  approved  by  the  Assistant 
Secretary  on  Aging.  In  addition,  State  and  area  agencies  are  re- 
quired to  set  specific  objectives  for  providing  services  to  low-income 
minority  persons  and  to  initiate  specific  activities  to  serve  these 
groups. 

Other  amendments  to  Title  IV  of  the  Act  require  the  Commis- 
sioner to  develop  methods  to  attract  minority  personnel  to  the  field 
of  aging,  to  provide  funds  for  training  minority  students,  and  to 
support  two  to  four  Resource  Centers  on  Native  American  Elders. 
Finally,  because  of  the  past  difficulty  of  obtaining  accurate  data  on 
minority  participation  in  Title  III  programs,  the  new  law  requires 
improvements  in  the  AOA's  data  collection  methods. 

3.  Data  Collection 

An  overriding  concern  during  the  1992  reauthorization  was  the 
lack  of  adequate  data  regarding  OAA  services  and  the  inability  of 
network  agencies  to  effectively  share  information  among  them- 
selves. For  example,  no  adequate  national  data  exist  regarding 
funding  levels  for  services  authorized  under  the  Act.  In  addition, 
AOA  was  criticized  for  failing  to  disseminate  throughout  the  aging 
network  information  about  innovative  programs  and  best  practices. 
Information  sharing  touches  upon  all  levels  of  the  aging  network 
and  is  vital  to  the  success  of  particular  programs.  Moreover,  it  is 
essential  for  policymakers  who  are  shaping  the  future  direction  of 
the  Act. 

Some  reports  have  concluded  that  the  absence  of  accurate  data 
has  made  assessment  of  the  Title  III  program's  impact  on  serving 
those  in  greatest  need  difficult.  An  AARP  study  pointed  to  a  num- 
ber of  problems  with  AOA's  data  collection  efforts.  ("Reporting  of 
Minority  participation  Under  Title  III  of  the  Older  Americans  Act," 
March  1990.)  These  include  large  fluctuations  in  State  reporting  on 
minority  participation  from  year  to  year  resulting  in  data  volatility 
at  the  national  level;  lack  of  consistent  definitions  of  services;  un- 
clear ways  to  classify  minority  groups;  and  lack  of  expertise  among 
service  providers  in  data  collection  procedures. 

A  GAO  analysis  of  AOA's  data  collection  system  completed  in 
connection  with  the  1992  reauthorization  concluded  that  minority 
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participation  in  Title  III  programs  cannot  be  adequately  measured 
GAO  recommended  that  AOA  modify  its  current  data  collection  in 
strument  and  methodology  to  ensure  accurate  participation  data 
and  to  develop  specific  standards  to  ensure  comparability  of  data 
across  States.1 

Public  Law  102-375  not  only  contains  provisions  designed  to 
strengthen  AOA's  data  collection  methods  with  respect  to  data  on 
participation  of  low-income  and  minority  older  persons,  but  also  in- 
formation concerning  characteristics  of  program  participants  (as 
well  as  data  regarding  monetary  expenditures  for  Title  III  serv- 
ices). AOA  has  made  efforts  to  improve  dissemination  of  Title  IV 
funded  projects  by  publishing  a  book  entitled  Compendium  of  Prod- 
ucts for  use  by  individuals  involved  in  the  field  of  aging.  Finally, 
the  new  law  contains  provisions  for  streamlining  current  data  col- 
lection procedures. 

4.  Public-Private  Partnerships 

In  recent  years,  State  and  area  agencies  have  developed  a  variety 
of  cooperative  arrangements  with  private  organizations  with  the 
aim  of  improving  services  for  older  persons.  Functions  performed 
by  State  and  area  agencies  on  aging  for  private  sector  organiza- 
tions include  training  of  older  workers,  educating  employees  on  the 
needs  of,  and  resources  available  to,  older  persons,  sponsoring  con- 
ferences on  aging,  and  developing  materials  and  media  on  aging 
services.  Some  of  these  State  and  local  activities  have  included 
workplace  elder  care  programs  in  which  employers  are  involved  in 
assisting  families  who  provide  care  to  their  older  relatives. 

Clearly,  some  cooperative  relationships  between  the  aging  net- 
work and  the  private  sector  fall  within  the  goals  and  intent  of  the 
Older  Americans  Act.  Provisions  under  Title  II  of  the  OAA  require 
the  AOA  to  work  with  private  sector  organizations,  including 
profitmaking  organizations.  In  April  1990,  AOA  issued  a  program 
instruction  to  State  and  area  agencies,  recognizing  their  role  in  as- 
sisting private  corporations  to  develop  elder  care  programs.  Pursu- 
ant to  this  program  instruction,  States  were  asked  to  develop  poli- 
cies on  workplace  elder  care  and  to  submit  these  policies  to  the 
Commissioner  by  November  1990. 

Concerns  surrounding  the  issue  of  private  sector  involvement  in- 
clude: (1)  The  extent  to  which  area  agencies  should  be  in  the  busi- 
ness of  direct  service  provision;  (2)  whether  contractual  arrange- 
ments with  private  sector  organizations  can  comport  with  the 
targeting  requirements  of  the  Older  Americans  Act;  (3)  how  con- 
tractual arrangements  with  private  sector  organizations  are  to  be 
viewed  in  the  context  of  the  OAA's  prohibition  on  mandatory  fees 
for  services;  and  (4)  how  State  and  area  agencies'  involvement  in 
private  sector  initiatives  will  impact  on  their  current  statutory  re- 
sponsibilities. 

In  April  1993,  the  GAO  published  a  report  entitled  "Older  Ameri- 
cans Act  Eldercare  Public-Private  Partnerships."  This  report  re- 
viewed: (1)  The  extent  and  nature  of  these  partnerships,  and  (2) 


1  GAO,  statement  before  a  hearing  conducted  by  the  Subcommittee  on  Aging,  Senate  Commit- 
tee on  Labor  and  Human  Resources,  Mar.  15,  1991,  Minority  Participation  in  Administration 
on  Aging  Programs. 
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the  degree  to  which  they  have  resulted  in  either  additional  funds 
for  public  services  or  other  advantages  for  the  aging  network.  The 
GAG  found  that  few  partnerships  exist,  the  scope  of  partnership  is 
generally  limited,  and  very  little  income  has  been  generated 
through  these  partnerships. 

Public  Law  102-375  includes  provisions  requiring  Title  III  agen- 
cies to  disclose  the  nature  of  public/private  activities  they  under- 
take, and  to  assure  that  such  activities  are  consistent  with  the  pub- 
lic-purpose mission  of  the  Act.  In  addition,  the  new  law  prohibits 
the  use  of  Title  III  funds  to  subsidize  contractual  arrangements 
that  do  not  implement  the  Title  III  program.  While  Title  II  of  the 
Act  requires  the  Assistant  Secretary  on  Aging  to  provide  assistance 
to  private,  for-profit  organizations,  prior  to  enactment  of  Public 
Law  102-375,  the  Act  did  not  directly  address  the  role  of  Title  III 
agencies  in  conducting  activities  with  the  private  sector. 

5.  Elder  Rights 

A  number  of  Title  III  programs  are  specifically  directed  at  pro- 
moting services  that  protect  the  rights,  autonomy,  and  independ- 
ence of  older  persons.  Public  Law  102-375  consolidated,  amended, 
and  expanded,  under  a  new  Title  VII  of  the  Act,  programs  that 
focus  on  the  protection  of  the  rights  of  older  persons  that  were  pre- 
viously authorized  under  Title  III.  The  new  Title  VII  is  designed 
to  expand  the  responsibility  of  State  offices  on  aging  for  the  devel- 
opment, coordination,  and  management  of  statewide  activity  to  as- 
sist older  persons  securing  rights  and  services.  Title  VII  includes 
separate  authorizations  of  appropriations  for  the  long-term  om- 
budsman program;  programs  to  prevent  elder  abuse,  neglect,  and 
exploitation;  elder  rights  and  legal  assistance;  and  outreach,  coun- 
seling, and  assistance  program  for  insurance  and  public  benefit 
programs.  The  amendments  also  authorize  a  new  program  for  Na- 
tive American  elder  rights. 

In  support  of  activities  authorized  under  Title  VII,  Public  Law 
102-375  requires  the  Assistant  Secretary  to  support  a  National 
Center  on  Elder  Abuse  and  a  National  Long  Term  Care  Ombuds- 
man Resource  Center.  The  Elder  Abuse  Center  is  required  to  annu- 
ally compile,  publish,  and  disseminate  research  and  training  mate- 
rials on  abuse,  neglect,  and  exploitation.  The  Center  is  also  re- 
quired to  serve  as  a  clearinghouse  on  abuse,  neglect,  and  exploi- 
tation of  older  individuals.  The  Ombudsman  Resource  Center  was 
established  through  a  Cooperative  Agreement  with  the  National 
Citizens  Coalition  For  Nursing  Home  Reform  for  a  project  period 
of  4  years.  The  Center  will  act  as  a  resource  for  policy  analysis  and 
more  effective  organization  and  operation  of  Federal,  State,  and 
local  long-term  care  ombudsman  programs  through  technical  as- 
sistance, consultation,  and  information  dissemination.  The  Center 
provides  training  modules  and  materials,  volunteer  recruitment  ef- 
forts and  cooperative  activities  with  other  agencies.  The  Center  will 
also  emphasize  prevention  of  abuse  and  neglect  and  extension  of 
services  to  noninstitutional  settings.  Both  of  these  Centers  will  per- 
form research  and  training  in  elder  abuse  prevention  and  ombuds- 
man activities. 

Amendments  to  Title  III  set  forth  requirements  on  the  protection 
of  rights  of  older  persons  as  well.  These  rights  include  the  right  to 
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be  fully  informed  about  services,  to  voice  grievances,  and  to  have 
confidentiality  protected. 

6.  Nutrition  Programs 

Public  Law  102-375  authorized  funds  for  a  new  multi- 
generational  school-based  nutrition  program  under  Title  III.  This 
program  authorized  funds  for  meals  and  supportive  services  to 
older  persons  who  provide  volunteer  services  in  elementary  and 
secondary  schools. 

Public  Law  102-375  also  added  an  inflation  adjustment  for 
USDA  reimbursement  of  meals.  USDA  reimbursement  supple- 
ments meals  funded  by  the  Title  III  grant  program.  The  USDA  per 
meal  reimbursement  had  been  56.76  cents  per  meal  since  1986. 
The  amendments  set  the  fiscal  year  1992  per  meal  reimbursement 
at  61  cents,  or  the  total  amount  appropriated  divided  by  the  num- 
ber of  meals  served  during  the  prior  year,  whichever  is  higher.  In 
future  years,  the  per  meal  rate  reimbursement  is  to  be  adjusted  for 
changes  in  the  Consumer  Price  Index  (CPI). 

Other  amendments  to  the  Title  III  nutrition  program  include:  (1) 
Restricting  the  amount  of  funds  that  may  be  transferred  between 
Title  III  supportive  and  nutrition  services  in  future  years;  (2)  liber- 
alizing requirements  on  daily  dietary  allowances  when  a  nutrition 
project  serves  more  than  one  meal  a  day;  (3)  liberalizing  require- 
ments on  the  number  of  weekly  meals  to  be  provided  by  projects 
operating  in  rural  areas;  (4)  requiring  State  agencies  on  aging  to 
develop  nonfinancial  eligibility  criteria  for  receipt  of  home-delivered 
meals;  (5)  requiring  meal  programs  to  comply  with  Dietary  Guide- 
lines for  Americans  published  by  the  Secretary  of  Agriculture  and 
the  Secretary  of  HHS;  (6)  requiring  the  Assistant  Secretary  on 
Aging  to  designate  a  full-time  Federal  officer  to  administer  the  pro- 
gram; (7)  requiring  nutrition  projects  to  operate  the  program  with 
the  advice  of  dietitians;  and  (8)  requiring  the  Assistant  Secretary 
to  conduct  a  national  evaluation  of  the  program.  Appropriations  for 
the  nutrition  program  for  the  elderly  of  $619.5  million  in  fiscal  year 
1994  represent  44  percent  of  the  Act's  total  funding  of  $1.4  billion. 

Recent  studies,  such  as  the  survey  commissioned  by  the  Nutri- 
tion Screening  Initiative,  have  shown  that  one  in  every  four  older 
Americans  suffer  from  poor  nutrition.  The  Assistant  Secretary  on 
Aging  stated  that  these  statistics  prompted  the  AOA  to  develop  an 
initiative  that  will  address  the  program  of  elderly  malnutrition. 
The  Assistant  Secretary  on  Aging  stated  that  rectifying  the  na- 
tional problem  of  elderly  malnutrition  will  be  a  top  priority  for  the 
next  several  years. 

7.  Community  Service  Employment  for  Older  Persons 

The  Title  V  Community  Service  Employment  Program,  funded  at 
$410  million  in  fiscal  year  1994  (29  percent  of  the  Act's  total  fiscal 
year  1994  funding),  provides  subsidized  part-time  employment  to 
low-income  persons  aged  55  and  older.  Public  Law  102-375  in- 
cluded requirements  that  the  program  serve  older  persons  with 
poor  employment  prospects  and  that  projects  assess  participants' 
skills,  need  for  supportive  services,  and  physical  capabilities.  It  also 
required  that  persons  eligible  for  Title  V  programs  be  considered 
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eligible  for  programs  under  the  Job  Training  Partnership  Act 
(JTPA)  when  Title  V  and  JTPA  projects  are  jointly  operated.  An- 
other amendment  required  the  DOL  to  make  a  minimum  level  of 
funding  available  to  each  national  organization  that  operates  the 
program  (1.3  percent  of  total  funds  available  for  Title  V  in  fiscal 
year  1991,  that  is,  $5.1  million).  This  provision  would  be  triggered 
when  Title  V  funding  exceeds  102  percent  of  the  fiscal  year  1991 
appropriation  (that  is,  $398.2  million). 

8.  Grants  to  Native  American  and  Native  Hawaiian 
Organizations 

Previous  law  specified  that  in  the  event  of  an  increase  of  appro- 
priations over  the  fiscal  year  1987  level  for  Title  VI,  a  specific 
amount  of  funds  in  excess  was  to  be  reserved  for  Part  B  (Hawai- 
ians)  up  to  its  authorized  amount.  This  caused  concern  among  ad- 
vocates that  although  Part  B  would  receive  its  fully  authorized 
funding  amount,  Part  A  (Native  Americans)  would  not.  Thus,  rep- 
resentatives of  older  Native  Americans  recommended  the  creation 
of  separate  authorization  levels  for  American  Indians/Alaskan  Na- 
tives and  Native  Hawaiians.  Public  Law  102-375  addressed  these 
concerns  by  specifying  that  of  funds  authorized  for  Title  VI,  90  per- 
cent will  be  for  Part  A  and  10  percent  will  be  for  Part  B. 

9.  Cost-Sharing 

Cost-sharing  by  older  persons  for  receipt  of  Title  III  services  has 
been  a  recurring  issue  in  past  reauthorizations.  While  current  law 
prohibits  mandatory  fees,  nutrition  and  supportive  services  provid- 
ers are  allowed  to  solicit  voluntary  contributions  from  older  persons 
toward  the  cost  of  services.  Service  providers,  however,  are  re- 
quired to  protect  older  persons'  privacy  with  respect  to  their  con- 
tributions. Older  persons  may  not  be  denied  a  service  because  they 
will  not  or  cannot  make  a  contribution.  Funds  collected  from  vol- 
untary contributions  are  to  be  used  to  expand  services.  Because  the 
Older  Americans  Act  was  intended  to  be  the  major  vehicle  for  the 
organization  and  delivery  of  community-based  services  to  all  older 
Americans  regardless  of  income,  Congress  has  consistently  rejected 
any  attempts  to  introduce  means-testing. 

Given  the  reality  of  limited  funding,  the  issue  of  cost-sharing  was 
an  issue  in  the  1992  reauthorization.  Some  observers,  including 
representatives  of  State  and  area  agencies  on  aging,  continued  to 
advocate  that  the  Title  III  voluntary  contributions  policy  be 
changed  in  the  1992  amendments  so  that  contributions  for  certain 
services  would  be  mandatory.  Although  Congress  considered  the 
various  proposals,  Public  Law  102-375  made  no  change  in  the  con- 
tributions policy. 

C.  NEW  ISSUES  AND  LEGISLATION 

1.  Restructuring  of  the  Administration  on  Aging 

A  longstanding  issue  under  the  OAA  has  been  the  elevation  of 
the  status  of  the  Commissioner  on  Aging  within  the  Department  of 
HHS.  In  1993,  when  appointments  were  made  within  HHS,  Sec- 
retary Donna  Shalala  changed  the  position  of  Commissioner  on 
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Aging  to  an  Assistant  Secretary  on  Aging.  To  correspond  with  the 
action  taken  by  HHS,  the  1993  technical  amendments  changed  ref- 
erences to  the  Commissioner  on  Aging  in  the  Act  that  existed 
under  prior  law  and  instead  inserted  reference  to  the  Assistant 
Secretary  on  Aging. 

Advocates  remain  concerned  that  the  mission  of  AOA,  as  man- 
dated under  the  OAA,  has  grown  without  a  commensurate  growth 
in  resources  to  carry  out  that  mission.  In  addition,  the  interaction 
between  local  aging  service  programs  and  the  AOA  is  sharply  con- 
strained by  a  low  travel  and  regional  office  staff  budget. 

To  address  these  concerns,  Public  Law  102-375  authorized  spe- 
cific levels  of  appropriations  for  AOA  salaries  and  expenses:  $17 
million  in  fiscal  year  1992;  $20  million  in  fiscal  year  1993;  $24  mil- 
lion in  fiscal  year  1994;  $29  million  in  fiscal  year  1995;  and  such 
additional  sums  as  may  be  necessary  to  enable  the  Assistant  Sec- 
retary to  provide  for  at  least  300  full-time  equivalent  staff.  In  fiscal 
year  1993,  AOA  had  a  full-time  equivalent  staff  of  184;  its  salary 
and  expense  level  was  $16,978  million.  Fiscal  year  1994  appropria- 
tions legislation  provides  $16  million  for  AOA  program  administra- 
tion. 

2.  1994  White  House  Conference  on  Aging 

Legislation  enacted  in  1987  gave  the  President  discretionary  au- 
thority to  call  a  White  House  Conference  on  Aging  (WHCOA)  in 
1991.  Public  Law  102-375  required  the  President  to  convene  a 
WHCOA  by  December  31,  1994.  Technical  amendments  to  the  Act 
enacted  in  1993  (P.L.  103-171)  changed  this  deadline  to  May  1995. 
The  WHCOA  located  at  HHS  is  a  focal  point  for  the  development 
of  national  policy  on  aging  issues  and  is  intended  to  bring  together 
representatives  of  Federal,  State,  and  local  governments,  persons 
working  in  the  field  of  aging,  and  the  general  public,  particularly 
older  persons.  The  1995  WHCOA  is  to  focus  on  intergenerational 
issues. 

Although  planning  of  the  Conference  remains  under  the  direction 
of  the  Secretary  of  HHS,  Public  Law  102-375  requires  the  involve- 
ment of  the  Congress  in  selection  of  appointees  to  a  conference  pol- 
icy committee.  The  purpose  of  the  policy  committee,  comprised  of 
25  members,  12  of  whom  are  to  be  appointed  by  Congress,  is  to  for- 
mulate and  approve  a  conference  agenda  and  the  conference  report. 
President  Clinton  has  appointed  Robert  B.  Blancato  to  be  the  Exec- 
utive Director  of  the  WHCOA.  Congress  appropriated  $1  million  for 
the  WHCOA  for  fiscal  year  1994. 

3.  Administration  on  Aging  Studies 
(a)  nutrition  evaluation  study 

The  1992  amendments  required  that  the  Assistant  Secretary  on 
Aging  conduct  a  national  evaluation  of  the  AOA's  nutrition  pro- 
gram for  the  elderly.  Pursuant  to  this  requirement,  AOA  awarded 
a  $2.4  million  contract  to  Mathematica  Policy  Research,  Inc.,  of 
Princeton,  NJ,  in  September  1993.  The  study  is  expected  to  be  com- 
pleted by  August  1995. 

The  results  of  this  nutrition  evaluation  will  assist  the  AOA  in  de- 
termining how  effective  the  nutrition  program  has  been,   what 
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changes  need  to  be  made  to  make  services  more  efficient,  and  what 
policy  changes  should  be  considered  to  meet  the  contemporary  and 
evolving  nutritional  needs  of  our  Nation's  senior  population. 

In  carrying  out  the  2-year  study  of  the  nutrition  program, 
Mathematica  will:  (1)  Delineate  key  characteristics  of  the  program 
participants;  (2)  scrutinize  the  impact  of  the  program's  nutritional 
components;  (3)  determine  the  efficiency  and  effectiveness  of  the 
program's  administration  and  service  delivery  elements;  and  (4)  de- 
scribe and  assess  the  evolution,  sources,  and  adequacy  of  the  pro- 
gram's funding. 

Data  to  answer  these  questions  will  be  collected  through:  (1)  A 
telephone  survey  of  the  57  State  Units  on  Aging;  (2)  a  telephone 
survey  of  a  nationally  representative  sample  of  350  Area  Agencies 
on  Aging  and  100  Indian  Tribal  Organizations;  (3)  a  telephone  sur- 
vey of  a  nationally  representative  sample  of  200  nutrition  projects; 
(4)  a  telephone  survey  of  a  nationally  representative  sample  of  200 
meal  sites;  (5)  an  in-person  survey  of  nationally  representative 
samples  of  1,200  congregate  meal  participants  and  800  home-deliv- 
ered meal  participants;  and  (6)  an  in-person  survey  of  nationally 
representative  samples  of  600  nonparticipants  eligible  for  the  con- 
gregate meal  program  and  400  nonparticipants  eligible  for  the 
home  delivered  meal  program. 

The  director  for  the  program  is  Dr.  Michael  Ponza.  Dr.  Barbara 
Posner,  who  is  affiliated  with  Boston  University's  Schools  of  Public 
Health  and  Medicine,  will  serve  as  co-principal  investigator  and 
will  focus  mainly  on  research  related  to  nutrition  outcomes.  Dr. 
James  Ohls  will  serve  as  the  third  co-investigator  focusing  on  is- 
sues related  to  program  operations  and  program  costs. 

(B)  STUDY  ON  EFFICIENCY  OF  OMBUDSMAN  PROGRAM 

The  1992  0AA  amendments  required  the  AOA  to  prepare  a  study 
on  the  effectiveness  of  the  ombudsman  program.  In  October  1993 
HHS  awarded  $732,650  to  the  Institute  of  Medicine  (IOM)  to  con- 
duct the  study.  The  IOM  has  appointed  a  committee  to  evaluate 
the  ombudsman  program  according  to  the  dimensions  set  forth  in 
Section  211  of  the  OAA.  The  study  will  be  conducted  by  the  com- 
mittee chairman,  Carroll  L.  Estes,  Ph.D.,  who  is  the  Director  of  the 
Institute  for  Health  and  Aging  at  the  University  of  California,  San 
Francisco.  Jo  Harris-Wehling  will  serve  as  the  IOM  study  director 
for  the  project. 

The  committee  will  meet  at  least  four  times  during  the  15-month 
study.  The  committee  members  and  staff  will  also  conduct  site  vis- 
its which  will  include  contacts  with  representatives  from  organiza- 
tions that  have  some  critical  link  with  the  ombudsman  program. 
The  committee  will  host  an  invitational  symposium  and  commis- 
sion three  or  four  papers  on  relevant  topics.  Finally,  a  technical  li- 
aison panel  will  be  appointed  to  advise  the  committee  on  selected 
aspects  of  the  ombudsman  program. 

The  study  will  analyze  the  following  aspects  of  the  ombudsman 
program:  (1)  The  availability,  access,  and  effectiveness  of  the  om- 
budsman program  for  residents  of  long-term  care  facilities,  board 
and  care  homes,  and  other  adult  care  facilities;  (2)  the  adequacy  of 
Federal  and  other  resources  available  to  operate  the  programs 
throughout  the  United  States;  (3)  State  compliance  and  the  bar- 
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riers  to  compliance  in  implementing  the  program;  (4)  the  presence 
of  any  actual  and  potential  conflicts  of  interest  in  the  administra- 
tion and  operation  of  the  program;  and  (5)  the  need  for,  and  fea- 
sibility of,  providing  ombudsman  services  to  older  individuals  who 
are  not  residing  in  long-term  care  facilities  but  who  are  users  of 
health  and  long-term  care  services.  Assistant  Secretary  Torres-Gil 
stated  that  this  study  will  examine  whether  the  parts  of  the  pro- 
gram that  are  successful  in  long-term  care  facilities  will  be  trans- 
ferable to  home  or  community  health  settings. 

4.  Technical  Amendments  and  Regulations 

Technical  amendments  to  the  Older  Americans  Act  (P.L.  103- 
171)  were  signed  on  December  2,  1993.  These  amendments  made 
a  number  of  changes  to  provisions  that  were  enacted  as  part  of  the 
1992  reauthorization.  The  technical  amendments  delayed  the  date 
for  a  number  of  congressionally  mandated  studies  and  for  the  con- 
vening of  the  White  House  Conference  on  Aging. 

Studies  that  are  to  be  delayed  include  a  report  on  methods  of 
targeting  Federal  funds  to  older  persons,  especially  those  with  the 
greatest  social  and  economic  need  (delayed  from  January  1,  1994 
to  January  1,  1995);  the  evaluation  of  the  nutrition  program  (de- 
layed from  June  30,  1994  to  June  30,  1995);  guidelines  for  improve- 
ment of  the  nutrition  program  (delayed  from  September  30,  1994 
to  September  30,  1995);  and  the  study  of  the  effectiveness  of  the 
long-term  care  ombudsman  program  (delayed  from  January  1,  1994 
to  January  1,  1995).  As  discussed  above,  the  technical  amendments 
changed  the  date  for  the  White  House  Conference  on  Aging  from 
December  31,  1994  to  May  31,  1995.  Finally,  since  the  position  of 
Commissioner  on  Aging  has  been  elevated  to  an  Assistant  Sec- 
retary position,  the  technical  amendments  changed  references  to 
the  Commissioner  of  Aging  in  the  Act  to  the  Assistant  Secretary  on 
Aging. 

The  AOA  is  currently  working  on  the  regulations  to  implement 
the  1992  amendments.  At  the  time  this  went  to  print  the  regula- 
tions had  not  been  published. 

D.  OLDER  AMERICANS  ACT  AUTHORIZATION  AND 
APPROPRIATIONS 

1.  Older  Americans  Act  Authorization 

Public  Law  102-375  provides  the  following  authorization  levels 
from  fiscal  year  1992  through  fiscal  year  1995: 
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TABLE  1— AUTHORIZATION  OF  APPROPRIATIONS  FOR  OLDER  AMERICANS  ACT  WHITE  HOUSE 
CONFERENCE  ON  AGING.  AND  SPECIAL  LONG-TERM  CARE  STUDIES,  AS  CONTAINED  IN  PUBLIC 
LAW  102-375,  FISCAL  YEARS  1992-95 

(Dollars  in  thousands] 


Fiscal  year 
1992  1993  1994  1995 

Title  II  Administration  on  Aging: 

Federal  Council  on  Aging $300  (i)  (i)  (i) 

AOA  program  administration 2 17,000      2  $20,000      ?  $24,000        ?  29.000 

Board  and  care  facility  quality  study3  1,500  (■)  (i)  (i) 

Home  care  quality  study3 1000  (')  (')  (i) 

Title  III  Grants  for  State  and  Community  Programs  on  Aging: 

Supportive  services  and  centers 461,376  (')  (')  (i) 

Disease  prevention  and  health  promotion4  25,000  (>)  (i)  (i) 

Nutrition  services. 

Congregate  meals  505,000  (»)  (i)  (i) 

Home-delivered  meals 120,000  (')  (i)  (i) 

USDA  commodities  5250,000       5310,000      5  380,000       5460,000 

School-based  meals/multigenerational  activities 15,000  (')  (')  (i) 

In-home  services  for  the  frail  elderly 45,388  (')  (')  (i) 

Assistance  for  special  needs (i)  (i)  (i)  (ij 

Supportive  activities  for  caretakers 15,000  (')  (i)  (i) 

Title  IV:  Training,  Research  and  Discretionary  Projects  and  Programs  .  72,000  (2)  (?)  (2) 

Training  of  service  providers  450  450  450  450 

Title  V:  Community  Service  Employment  for  Older  Americans 6 470,671  ('  6)  (i.6)  (i.6) 

Title  VI:  Grants  for  Native  Americans 730,000  (7)  (?)  (?) 

Title  VII:  Vulnerable  Elder  Rights  Protection  Activities:8 

Long-term  care  ombudsman 40,000  (')  (')  (i) 

Elder  abuse  prevention  15000  (')  (')  (i) 

Elder  rights  and  legal  assistance  10,000  (>)  (i)  (i) 

Outreach,  counseling,  and  assistance 15,000  (')  (')  (i) 

Native  Americans  elder  rights  program 5,000  (»)  (')  (i) 

White  House  Conference  on  Aging (i)  (i)  (9)  ^ 

1  "Such  sums  as  may  be  necessary." 

2  Plus  additional  sums  to  employ  not  fewer  than  300  full-time  equivalent  employees. 

3  This  study  is  paid  for  by  the  Secretary  of  HHS  in  cooperation  with  the  National  Academy  of  Sciences.  The  authorization  for  this  study  is 
not  an  amendment  to  the  Older  Americans  Act. 

4  Under  prior  law,  this  program  was  called  Health  Education  and  Promotion. 

^Requires  the  Secretary  of  Agriculture  to  maintain  for  FY  1992  a  per  meal  reimbursement  rate  equal  to  the  amount  appropriated  divided 
by  the  number  of  meals  served  in  the  prior  fiscal  year,  or  61  cents,  whichever  is  greater.  For  FY  1993  and  subsequent  years  the  per  meal 
rate  is  to  be  adjusted  for  inflation. 

6  Plus  such  sums  to  provide  at  least  70,000  part-time  employment  positions. 

'Ninety  percent  of  this  amount  is  authorized  for  grants  to  Indian  tnbal  organizations  and  10  percent  for  Native  Hawaiian  organizations 

8  New  title  created  by  the  1992  amendments  to  the  Older  Americans  Act 

'None. 

2.  Older  Americans  Act  Appropriations 

Fiscal  year  1994  appropriations  for  OAA  programs  total  $1.43 
billion.  This  is  a  4-percent  increase  over  the  fiscal  year  1993  level 
of  $1.38  billion  and  more  than  the  Administration's  request  of  $1.4 
billion.  Total  funding  for  OAA  programs  has  grown  less  than  the 
rate  of  inflation  over  the  10-year  period,  fiscal  year  1984  to  fiscal 
year  1994.  While  appropriations  for  OAA  programs  increased  by  27 
percent  over  fiscal  years  1984-94,  the  rate  of  inflation  as  measured 
by  the  Consumer  Price  Index  for  All  Urban  Consumers  (CPI-U) 
rose  by  44  percent.  The  following  table  shows  each  program's  fund- 
ing for  fiscal  year  1993,  the  request  for  fiscal  year  1994  and  the  ap- 
propriations for  fiscal  year  1994. 
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TABLE  2. — OLDER  AMERICANS  ACT  AND  WHITE  HOUSE  CONFERENCE  ON  AGING  APPROPRIATIONS 

AND  BUDGET  REQUEST,  FISCAL  YEARS  1993-94 

[Dollars  in  millions] 

Fiscal  year— 
1993  Approp.  1994  Request  1994  Approp. 

Title  II:  Administration  on  Aging  $15,978  $16,240  $16,240 

Federal  Council  on  Aging  0.178  0.177  0.177 

AOA  program  administration  15.800  16.063  16.063 

Title  III  Grants  for  State  and  Community  Programs  on  Aging 916.589  915.019  950.292 

Supportive  services  and  centers  296.844  296.844  306.711 

Disease  prevention  and  promotion 16.864  16.864  17.032 

Nutrition  services 595.806  594.306  619.474 

Congregate  meals (363.235)  (363.235)  (375.809) 

Home-delivered  meals  (89.659)  (89.659)  (93.665) 

USDA  commodities (142.912)  (141.142)  (150.000) 

School-based  means/multigenerational  activities  none  none  none 

In-home  services  for  the  frail  elderly 7.075  7.075  7.075 

Assistance  for  special  needs none  none  none 

Supportive  activities  for  caretakers none  none  none 

Title  IV:  Training,  Research  and  Discretionary  Projects  and  Programs  25.693  25.830  25.830 

Training  of  service  providers none  none  none 

Title  V:  Community  Service  Employment  for  Older  Americans  396.060  421.118  410.500 

Title  VI:  Grants  for  Native  Americans  15.110  15.110  16.902 

Title  VII:  Vulnerable  Elder  Rights  Protection  Activities 8.218  8.218  11.018 

Long-term  care  ombudsman  program 3.870  3.870  4.370 

Elder  abuse  prevention 4.348  4.348  4.648 

Elder  right  and  legal  assistance none  none  none 

Outreach,  counseling,  and  assistance  none  none  2.000 

Native  Americans  elder  rights  program  none  none  none 

Total— Older  Americans  Act  Programs  1,377.648  1,401.605  1,430.782 

White  House  Conference  on  Aging  none none 1000 

Of  the  Act's  total  fiscal  year  1994  funding,  the  largest  share,  over 
two-thirds  ($950.3  million)  is  devoted  to  grants  to  States  for  sup- 
portive, nutrition,  and  other  social  services  under  Title  III.  Within 
Title  III,  about  65  percent  of  fiscal  year  1994  funding  is  devoted  to 
the  nutrition  program  for  the  elderly,  which  includes  the  con- 
gregate and  home-delivered  nutrition  program  and  the  USDA  pro- 
gram for  commodities  or  cash-in-lieu  of  commodities.  In  fiscal  year 
1992,  the  nutrition  program  provided  supportive  services  to  7  mil- 
lion older  persons  and  provided  240.8  million  meals  (56  percent 
were  in  congregate  settings,  and  44  percent  were  home-delivered). 

The  community  service  employment  program  under  Title  V  rep- 
resents 29  percent  of  fiscal  year  1994  OAA  funding.  For  fiscal  year 
1994,  the  program  received  $410.5  million,  an  increase  of  4  percent 
over  the  fiscal  year  1993  level.  Fiscal  year  1994  funds  will  support 
about  68,000  job  slots,  an  increase  of  about  2,500  job  slots  over  the 
fiscal  year  1993  level.  The  unit  cost  of  enrollee  positions  is  set  at 
$6,061.  (Fiscal  year  funds  are  used  by  the  program  for  the  period 
June  30-July  1.) 

In  other  areas,  fiscal  year  1994  funds  will:  (1)  Support  staff  in 
the  AOA  (which  administers  all  programs,  except  for  the  USDA 
commodity  program  and  DOL  community  service  employment  pro- 
gram) and  activities  of  the  Federal  Council  on  Aging  under  Title 
II;  (2)  provide  supportive  and  nutrition  services  to  older  Native 
Americans  through  grants  under  Title  VI;  (3)  provide  long-term 
care  ombudsman  and  elder  abuse  prevention  services  under  Title 
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VII;  and  (4)  support  a  wide  range  of  training,  research,  and  dem- 
onstration projects  under  Title  IV. 

The  1992  amendments  authorized  funding  for  a  number  of  new 
programs,  including  school-based  meals  and  multigenerational  ac- 
tivities and  supportive  activities  for  caretakers  of  the  frail  elderly 
under  Title  III  and  elder  rights  and  legal  assistance  and  outreach 
counseling  and  assistance  regarding  public  and  private  programs 
available  to  older  persons  under  a  new  Title  VII.  Of  the  new  pro- 
grams authorized  by  the  1992  amendments,  Congress  appropriated 
fiscal  year  1994  funds  for  only  the  Title  VII  outreach,  counseling 
and  assistance  program.  This  program  received  $2  million  (No 
iunds  were  appropriated  for  fiscal  year  1993.) 
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E.  PROGNOSIS 

When  first  enacted  in  1965,  the  OAA  set  out  a  series  of  objectives 
aimed  at  improving  the  lives  of  older  Americans  in  such  areas  as 
income,  health,  housing,  employment,  community  services,  and  ge- 
rontological research  and  education.  Since  its  inception,  the  grad- 
ual evolution  of  the  programs  and  services  authorized  by  the  OAA 
has  been  remarkable.  However,  this  progress  has  not  been  without 
some  growing  pains. 

As  originally  conceived,  the  congressional  intent  underlying  the 
OAA  was  to  establish  a  coordinated  and  comprehensive  system  of 
services  at  the  community  level.  Such  a  system,  it  was  asserted, 
would  provide  opportunities  for,  and  assistance  to,  vulnerable  older 
persons  who,  despite  advancements  in  income  security  and  health 
programs,  still  needed  social  services  support.  Additionally,  the 
structure  would  provide  the  support  necessary  to  promote  inde- 
pendent living  and  reduce  the  risk  of  costly  institutionalization. 

To  that  end  the  Older  Americans  Act  has  been  successful.  The 
needs  of  older  persons  have  been  identified  and  the  means  for 
meeting  those  needs  have  evolved.  There  is  now  an  "aging  net- 
work" of  57  State  units  on  aging,  665  area  agencies  on  aging,  and 
more  than  25,000  local  supportive  and  nutrition  service  providers. 
Additionally,  the  OAA  has  been  the  vehicle  for  the  education  and 
training  of  thousands  in  the  field  of  aging. 

Despite  the  increase  in  appropriations  for  existing  programs  in 
1993,  the  programs  operated  under  the  Older  Americans  Act  con- 
tinue to  be  overextended  and  underfunded.  Area  agencies  on  aging 
out  of  necessity  must  raise  funds  from  many  other  sources  to  sup- 
port the  programs. 

Targeting  available  resources  to  specific  categories  of  older  per- 
sons—those most  in  need— is  a  natural  consequence  of  limited 
funding.  It  is  also  inevitable  that  those  who  are  most  pressed  for 
funding  resources  on  the  State  and  local  levels  will  continue  to  ad- 
vocate cost-sharing.  However,  even  if  cost-sharing  is  implemented 
in  the  next  reauthorization,  it  is  unlikely  to  generate  sufficient 
funds  to  finance  services  necessary  to  address  successfully  the 
many  unmet  needs  of  numerous  older  Americans. 

State  and  area  agencies  have  placed  increased  emphasis  on  the 
development  of  long-term  care  systems  development  and  have  as- 
sumed increasing  responsibilities  for  case  management.  It  is  likely 
that  this  trend  will  continue  in  the  future  and  may  raise  difficult 
issues,  such  as  potential  conflicts  of  interest,  that  will  need  to  be 
resolved  in  the  years  to  come. 

Without  question,  future  demographic  changes  can  only  place  in- 
creasing burdens  on  the  programs  provided  by  the  Older  Americans 
Act.  The  elderly  population  is  growing,  as  well  as  getting  older.  The 
population  aged  85  years  and  over  is  one  of  the  fastest  growing  age 
groups  in  the  country  and  is  expected  to  more  than  double  from  the 
years  1990  to  2030.  In  addition,  the  number  of  persons  aged  65  and 
Dver  will  more  than  double  by  the  middle  of  the  21st  century.  This 
powth  in  the  elderly  population  and  the  expected  changes  in  the 
family  relationships  and  living  arrangements  of  future  generations 
Df  elderly,  will  undoubtedly  have  major  implications  for  the  de- 
mand for  community-based  services.  The  challenge  for  State  and 
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area  agencies  on  aging  will  be  not  only  to  maintain  necessary  serv- 
ices, but  also  to  assure  the  quality  and  accessibility  of  these  serv- 
ices. Thus,  continued  broad  support  from  Congress  will  be  nec- 
essary if  the  OAA  is  to  meet  these  new  challenges. 

Public  Law  102-375  provides  a  solid  foundation  for  revitalizing 
the  strength  and  importance  of  OAA  programs  and  services.  How- 
ever, unless  these  changes  are  effectively  implemented  and  the  nec- 
essary appropriations  provided,  this  revitalization  will  go  unreal- 
ized. Therefore,  it  is  up  to  Congress  to  monitor  and  foster  a  speedy 
implementation  of  these  changes  and  provide  appropriate  funding. 


Chapter  16 


SOCIAL,  COMMUNITY,  AND  LEGAL  SERVICES 

OVERVIEW 

Social  service  programs  funded  by  the  Federal  Government  sup- 
port a  broad  range  of  services  to  older  Americans.  These  programs 
provide  funds  to  operate  a  variety  of  community  and  social  services 
including  home  health  programs,  legal  services,  education,  trans- 
portation, and  volunteer  opportunities  for  older  Americans. 

In  the  1980's,  two  basic  themes  emerged  with  respect  to  the  de- 
livery of  social  services  for  the  elderly.  States  were  given  greater 
discretion  in  the  administration  of  social  services  as  part  of  "New 
Federalism"  initiatives.  This  shift  toward  block  grant  funding  was 
accompanied  by  a  general  trend  toward  fiscal  restraint  and  re- 
trenchment of  the.  Federal  role  in  human  services.  As  a  result,  the 
competition  for  scarce  resources  accelerated  between  the  elderly 
and  other  needy  groups. 

In  addition  to  cuts  accompanying  the  block  grants,  the  1980's 
brought  reduced  spending  for  education,  transportation,  and  at- 
tempts to  eliminate  entirely  legal  services.  Older  Volunteer  Pro- 
grams, by  contrast,  enjoyed  strong  support. 

More  recently,  following  the  war  in  the  Persian  Gulf  and  the  con- 
tinuing changes  in  Russia,  advocates  of  human  service  programs 
were  hopeful  that  the  reduced  pressures  to  finance  large  defense 
requirements  would  result  in  greater  Federal  resources  being  de- 
voted to  social  service  programs.  Despite  the  changing  political  cli- 
mate, the  economy  and  the  budget  deficit  have  prevented  signifi- 
cant policy  changes  in  1992  and  1993.  Advocates,  however,  remain 
hopeful  that  the  new  administration's  policies  and  goals  will  help 
revitalize  important  social  programs. 

A.  BLOCK  GRANTS 

1.  Background 

(a)  social  services  block  grant 

Social  services  programs  are  designed  to  protect  individuals  from 
abuse  and  neglect,  help  them  become  self-sufficient,  and  reduce  the 
need  for  institutional  care.  Social  services  for  welfare  recipients 
were  not  included  in  the  original  Social  Security  Act,  although  it 
was  later  argued  that  cash  benefits  alone  would  not  meet  all  the 
needs  of  the  poor.  Instead,  services  were  provided  and  funded 
largely  by  State  and  local  governments  and  private  charitable 
agencies.  The  Federal  Government  began  funding  such  programs 
under  the  Social  Security  Act  in  1956  when  Congress  authorized  a 
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dollar-for-dollar  match  of  State  social  services  funding;  however, 
this  matching  rate  was  not  sufficient  incentive  for  many  States, 
and  few  chose  to  participate.  Between  1962  and  1972,  the  Federal 
matching  amount  was  increased  and  several  program  changes  were 
made  to  encourage  increased  State  spending.  By  1972,  a  limit  was 
placed  on  Federal  social  services  spending  because  of  rapidly  rising 
costs.  In  1975,  a  new  Title  XX  was  added  to  the  Social  Security  Act 
which  consolidated  various  Federal  social  services  programs  and  ef- 
fectively centralized  Federal  administration.  Title  XX  provided  75 
percent  Federal  financing  for  most  social  services,  except  family 
planning  which  was  90  percent  federally  funded. 

In  1981,  Congress  created  the  Social  Services  Block  Grant 
(SSBG)  as  part  of  the  Omnibus  Budget  Reconciliation  Act  (OBRA). 
Under  the  block  grant  program,  States  no  longer  are  required  to 
provide  a  minimum  level  of  services  to  AFDC,  SSI,  or  Medicaid  re- 
cipients, nor  are  Federal  income  eligibility  limits  imposed.  Non- 
Federal  matching  requirements  were  eliminated  and  Federal 
standards  for  services,  particularly  for  child  day  care,  also  were 
dropped.  The  block  grant  allows  States  to  design  their  own  mix  of 
services  and  to  establish  their  own  eligibility  requirements.  There 
is  also  no  federally  specified  sub-State  allocation  formula. 

The  regular  SSBG  program  is  permanently  authorized  by  Title 
XX  of  the  Social  Security  Act  as  a  "capped"  entitlement  to  States. 
The  annual  "cap"  or  ceiling  currently  is  $2.8  billion.  An  additional 
$1  billion  is  available  for  social  services  in  enterprise  communities 
and  empowerment  zones.  This  special  SSBG  program  for  enterprise 
communities  and  empowerment  zones  is  authorized  by  the  OBRA 
93  (P.L.  103-66).  Legislation  amending  Title  XX  is  referred  to  the 
House  Ways  and  Means  Committee  and  the  Senate  Finance  Com- 
mittee. The  program  is  administered  by  HHS. 

SSBG  provides  supportive  services  for  the  elderly  and  others. 
States  have  wide  discretion  in  the  use  of  SSBG  funds  as  long  as 
they  comply  with  the  following  broad  guidelines  set  by  Federal  law. 
First,  the  funds  must  be  directed  toward  the  following  federally  es- 
tablished goals:  (1)  prevent,  reduce,  or  eliminate  dependency;  (2) 
prevent  neglect  abuse  or  exploitation  of  children  and  adults;  (3) 
prevent  or  reduce  inappropriate  institutional  care;  (4)  secure  ad- 
mission or  referral  for  institutional  care  when  other  forms  of  care 
are  not  appropriate;  and  (5)  provide  services  to  individuals  in  insti- 
tutions. Second,  the  SSBG  funds  may  also  be  used  for  administra- 
tion, planning,  evaluation,  and  training  of  social  services  personnel. 
Finally,  SSBG  funds  may  not  be  used  for  capital  purchases  or  im- 
provements, cash  payments  to  individuals,  payment  of  wages  to  in- 
dividuals as  a  social  service,  medical  care,  social  services  for  resi- 
dents of  residential  institutions,  public  education,  child  day  care 
that  does  not  meet  State  and  local  standards,  or  services  provided 
by  anyone  excluded  from  participation  in  Medicare  and  other  SSA 
programs.  States  may  transfer  up  to  10  percent  of  their  SSBG  al- 
lotments to  certain  Federal  block  grants  for  health  activities  and 
for  low-income  home  energy  assistance. 

Some  of  the  diverse  activities  that  block  grant  funds  are  used  for 
are:  child  and  adult  day-care,  home-based  services  for  the  elderly, 
protective  and  emergency  services  for  children  and  adults,  family 
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planning,  transportation,  staff  training,  employment  services,  meal 
preparation  and  delivery,  and  program  planning. 

(B)  COMMUNITY  SERVICES  BLOCK  GRANT 

The  Community  Services  Block  Grant  (CSBG)  is  the  current  ver- 
sion of  the  Community  Action  Program  (CAP),  which  was  the  cen- 
terpiece of  the  war  on  poverty  of  the  1960's.  This  program  origi- 
nally was  administered  by  the  Office  of  Economic  Opportunity 
within  the  Executive  Office  of  the  President.  In  1975,  the  Office  of 
Economic  Opportunity  was  renamed  the  Community  Services  Ad- 
ministration (CSA)  and  reestablished  as  an  independent  agency  of 
the  Executive  Branch. 

As  the  cornerstone  of  the  agency's  antipoverty  activities,  the 
Community  Action  Program  gave  seed  grants  to  local,  private  non- 
profit or  public  organizations  designated  as  the  official  antipoverty 
agency  for  a  community.  These  community  action  agencies  were  di- 
rected to  provide  services  and  activities  "having  a  measurable  and 
potentially  major"  impact  on  the  causes  of  poverty.  During  the 
agency's  17-year  history,  numerous  antipoverty  programs  were  ini- 
tiated and  spun  off  to  other  Federal  agencies,  including  Head  Start, 
legal  services,  low-income  energy  assistance  and  weatherization. 

Under  a  mandate  to  assure  greater  self-sufficiency  for  the  elderly 
poor,  the  CSA  was  instrumental  in  developing  programs  that  as- 
sured access  for  older  persons  to  existing  health,  welfare,  employ- 
ment, housing,  legal,  consumer,  education,  and  other  services.  Pro- 
grams designed  to  meet  the  needs  of  the  elderly  poor  in  local  com- 
munities were  carried  out  through  a  well-defined  advocacy  strategy 
which  attempted  to  better  integrate  services  at  both  the  State  level 
and  the  point  of  delivery. 

In  1981,  the  Reagan  Administration  proposed  elimination  of  the 
CSA  and  the  consolidation  of  its  activities  with  11  other  social  serv- 
ices programs  into  a  social  services  block  grant  as  part  of  an  over- 
all effort  to  eliminate  categorical  programs  and  reduce  Federal 
overhead.  The  administration  proposed  to  fund  this  new  block 
grant  in  fiscal  year  1982  at  about  75  percent  of  the  12  programs' 
combined  spending  levels  in  fiscal  year  1981.  Although  the  General 
Accounting  Office  and  a  congressional  oversight  committee  had 
criticized  the  agency  as  being  inefficient  and  poorly  administered, 
many  in  Congress  opposed  the  complete  dismantling  of  this  anti- 
poverty  program.  Consequently,  the  Congress  in  the  Omnibus  Rec- 
onciliation Act  of  1981  (P.L.  97-35)  abolished  the  CSA  as  a  sepa- 
rate agency,  but  replaced  it  with  the  CSBG  to  be  administered  by 
the  newly  created  Office  of  Community  Services  within  the  Admin- 
istration for  Children  and  Families,  under  the  Department  of 
Health  and  Human  Services  (HHS). 

The  CSBG  Act  requires  States  to  submit  an  application  to  HHS, 
promising  the  State's  compliance  with  certain  requirements,  and  a 
plan  showing  how  this  promise  will  be  carried  out.  States  must 
guarantee  that  legislatures  will  hold  hearings  each  year  on  the  use 
of  funds.  States  also  must  agree  to  use  block  grants  to  promote 
self-sufficiency  for  low-income  persons,  to  provide  emergency  food 
and  nutrition  services,  to  coordinate  public  and  private  social  serv- 
ices programs,  and  to  encourage  the  use  of  private-sector  entities 
in  antipoverty  activities.  However,  neither  the  plan  nor  the  State 
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application  is  subject  to  the  approval  of  the  Secretary.  States  may 
transfer  up  to  5  percent  of  their  block  grant  allotment  for  use  in 
other  programs,  such  as  the  Older  Americans  Act,  Head  Start,  and 
low-income  energy  assistance.  No  more  than  5  percent  of  the  funds, 
or  $55,000,  whichever  is  greater,  may  be  used  for  administration. 

Since  States  had  not  played  a  major  role  in  antipoverty  activities 
when  the  CSA  existed,  the  Reconciliation  Act  of  1981  offered  States 
the  option  of  not  administering  the  new  CSBG  during  fiscal  year 
1982.  Instead,  HHS  would  continue  to  fund  existing  grant  recipi- 
ents until  the  States  were  ready  to  take  over  the  program.  States 
which  opted  not  to  administer  the  block  grants  in  1982  were  re- 
quired to  use  at  least  90  percent  of  their  allotment  to  fund  existing 
community  action  agencies  and  other  prior  grant  recipients.  In  the 
Act  this  90-percent  pass-through  requirement  applied  only  during 
fiscal  year  1982.  However,  in  appropriations  legislation  for  fiscal 
years  1983  and  1984,  Congress  extended  the  grandfather  provision 
to  ensure  program  continuity  and  viability.  The  extension  was 
viewed  widely  as  an  acknowledgement  of  the  political  stakes  inher- 
ent to  community  action  agencies  and  the  programs  they  admin- 
ister. 

In  1984,  Congress  made  the  90-percent  pass-through  require- 
ment permanent  and  applicable  to  all  States  under  Public  Law  98- 
558.  Currently,  over  1,145  eligible  service  providers  receive  funds 
under  the  90-percent  pass-through.  Three-fourths  of  these  entities 
are  community  action  agencies  and  the  remainder  include  limited 
purpose  agencies,  migrant  or  seasonal  farmworker  organizations, 
local  governments  or  councils  of  government,  and  Indian  tribes  or 
councils. 

In  December  1993,  the  National  Association  for  State  Commu- 
nity Services  Programs  (NASCSP)  released  a  50-State  survey  of 
programs  funded  by  CSBG  in  1991.  Among  the  principal  findings 
were:  (1)  90  percent  of  CSBG  funds  are  received  by  local  agencies 
eligible  for  the  congressionally  mandated  pass-through;  (2)  79  per- 
cent of  such  eligible  agencies  are  Community  Action  Agencies 
(CAA's);  (3)  approximately  78  percent  of  the  funds  received  by 
CSBG-funded  agencies  come  from  Federal  programs  other  than 
CSBG;  (4)  approximately  14  percent  of  funds  received  by  CSBG- 
funded  agencies  come  from  State  and  local  government  sources; 
and  (5)  CSBG  money  constitutes  only  8  percent  of  the  total  funds 
received  by  CSBG-funded  agencies. 

Local  agencies  from  48  States  provided  detailed  information 
about  their  uses  of  CSBG  funds.  Those  agencies  used  CSBG  money 
in  the  following  manner:  emergency  services  (25  percent),  linkages 
between  and  among  programs  (24  percent),  nutrition  programs  (14 
percent),  education  (10  percent),  employment  programs  (8  percent), 
income  management  programs  (5  percent),  and  housing  initiatives 
(8  percent). 

2.  Issues 


(A)  NEED  FOR  COMMUNITY  SERVICES  BLOCK  GRANTS 

After  2  years  of  existence,  the  Administration  proposed  to  termi- 
nate the  CSBG  entirely  for  fiscal  year  1984,  and  to  direct  States 
to  use  other  sources  of  funding  for  antipoverty  programs,  particu- 
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larly  SSBG  dollars.  In  justifying  this  phaseout  and  suggesting 
funding  through  the  SSBG,  the  Administration  maintained  that 
States  would  gain  greater  flexibility  because  the  SSBG  suggested 
fewer  restrictions.  According  to  the  Administration,  States  then 
would  be  able  to  develop  the  mix  of  services  and  activities  that 
were  most  appropriate  to  the  unique  social  and  economic  needs  of 
their  residents. 

However,  a  1986  GAO  report  on  the  operation  of  CAA's  which 
was  funded  by  the  CSBG  refuted  this  claim.  Specifically,  the  GAO 
addressed  the  Administration's  position  that:  The  type  of  programs 
operated  under  CSBG  duplicated  social  service  programs  under  the 
SSBG;  CAA's  can  find  other  Federal  and  State  funds  to  cover  ad- 
ministrative activities;  and  funding  under  CSBG  is  not  essential  to 
the  continued  operation  of  CAA's. 

The  report  found  that,  in  general,  CSBG-funded  services  often 
were  short-term  and  did  not  duplicate  those  provided  under  SSBG. 
Primarily,  CSBG  funds  are  used  to  provide  services  that  fulfill 
unmet  local  needs  and  to  complement  those  services  provided  by 
other  agencies.  Unmet  local  needs  cited  by  GAO  include  temporary 
housing,  transportation,  and  services  for  the  elderly.  CSBG-funded 
agencies  provided  such  complementary  programs  as  the  training  of 
day  care  personnel  for  SSBG-funded  day  care  programs  and  tem- 
porary shelter  for  clients  awaiting  more  permanent  housing  fi- 
nanced by  other  sources.  The  most  predominant  CSBG-funded 
services  found  by  GAO  were  information,  outreach,  and  referral,  as 
well  as  emergency  and  nutritional  services. 

GAO  also  found  that  CSBG  funds  often  are  used  for  administra- 
tion of  other  social  service  programs,  which  may  have  limitations 
on  the  use  of  their  own  funds  for  administrative  expenses.  Con- 
sequently, CAAs  are  not  in  a  position  to  find  other  Federal  and 
State  funds  to  cover  administrative  costs.  According  to  GAO,  the 
Federal  Government  in  1984  provided  89  percent  of  the  total  funds 
received  by  CAAs  in  32  States.  The  remaining  11  percent  of  the 
1984  budgets  of  reporting  CAAs  were  provided  by  CSBG  funds. 
Several  other  Federal  programs  including  Head  Start,  the  Commu- 
nity Development  Block  Grant,  and  Low  Income  Home  Energy  As- 
sistance, provide  substantial  CAA  funding. 

The  GAO  report  also  did  not  support  the  Administration's  claims 
that  CSBG  funding  is  nonessential  to  continued  program  operation. 
State  and  local  governments  are  under  such  fiscal  duress  that  they 
may  not  be  able  to  replace  lost  CSBG  funds. 

In  every  budget  package  submitted  to  Congress  since  its  incep- 
tion, the  Reagan  and  Bush  Administrations'  proposed  phasing  out 
the  CSBG.  The  Clinton  Administration,  however,  has  requested 
funding  for  the  CSBG  for  fiscal  year  1994.  In  addition,  the  Clinton 
Administration  has  stated  that  a  reauthorization  proposal  will  be 
submitted  to  Congress  at  the  end  of  fiscal  year  1994  when  the  pro- 
gram's authorizing  legislation  is  scheduled  to  expire. 

(B)  ELDERLY  SHARE  OF  SERVICES 


(1)  SSBG 

The  role  that  the  Social  Services  Block  Grant  plays  in  providing 
services  to  the  elderly  had  been  a  major  concern  to  policymakers. 
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Supporters  of  the  SSBG  concept  have  noted  that  social  services  can 
be  delivered  more  efficiently  and  effectively  due  to  administrative 
savings  and  the  simplification  of  Federal  requirements.  Critics,  on 
the  other  hand,  have  opposed  the  block  grant  approach  because  of 
the  broad  discretion  allowed  to  States  and  the  loosening  of  Federal 
restrictions  and  targeting  provisions  that  assure  a  certain  level  of 
services  for  groups  such  as  the  elderly.  In  addition,  critics  have 
noted  that  any  future  reductions  in  SSBG  funding  could  trigger  un- 
certainty and  increase  competition  between  the  elderly  and  other 
needy  groups  for  scarce  social  service  resources. 

Under  Title  XX,  the  extent  of  program  participation  on  the  part 
of  the  elderly  was  difficult  to  determine  because  programs  were  not 
age  specific.  In  the  past,  States  have  had  a  great  deal  of  flexibility 
in  reporting  under  the  program  and,  as  a  result,  it  has  been  hard 
to  identify  the  number  of  elderly  persons  served,  as  well  as  the 
type  of  services  they  received.  The  elimination  of  many  of  the  re- 
porting requirements  under  SSBG  made  efforts  to  track  services  to 
the  elderly  very  difficult.  In  the  past,  States  had  to  submit  pre-ex- 
penditure  and  post-expenditure  reports  to  HHS  on  their  intended 
and  actual  use  of  SSBG  funds.  These  reports  were  not  generally 
comparable  across  States,  and  their  use  for  national  data  was  lim- 
ited. In  1988,  Section  2006  of  the  SSA  was  amended  to  require  that 
these  reports  be  submitted  annually  rather  than  biennially.  In  ad- 
dition, a  new  subsection  2006(c)  was  added  to  require  that  certain 
specified  information  be  included  in  each  State's  annual  report  and 
that  HHS  establish  uniform  definitions  of  services  for  use  by  States 
in  preparing  these  reports.  HHS  published  final  regulations  to  im- 
plement these  requirements  on  November  15,  1993. 

These  regulations  require  that  the  following  specific  information 
be  submitted  as  a  part  of  each  State's  annual  report:  (1)  The  num- 
ber of  individuals  who  received  services  paid  for  in  whole  or  in  part 
with  funds  made  available  under  Title  XX,  showing  separately  the 
number  of  children  and  adults  who  received  such  services,  and  bro- 
ken down  in  each  case  to  reflect  the  types  of  services  and  cir- 
cumstances involved;  (2)  the  amount  spent  in  providing  each  type 
of  service,  showing  separately  the  amount  spent  per  child  and 
adult;  (3)  the  criteria  applied  in  determining  eligibility  for  services 
(such  as  income  eligibility  guidelines,  sliding  fee  scales,  the  effect 
of  public  assistance  benefits  and  any  requirements  for  enrollment 
in  school  or  training  programs);  and  (4)  the  methods  by  which  serv- 
ices were  provided,  showing  separately  the  services  provided  by 
public  agencies  and  those  provided  by  private  agencies,  and  broken 
down  in  each  case  to  reflect  the  types  of  services  and  circumstances 
involved.  The  new  reporting  requirements  also  direct  the  Secretary 
to  establish  uniform  definitions  of  services  for  the  States  to  use  in 
their  reports.  These  requirements  should  make  it  easier  in  the  fu- 
ture to  determine  the  extent  of  program  participation  on  the  part 
of  the  elderly. 

In  addition  to  these  annual  reports,  another  source  of  data  on 
Title  XX  is  from  the  Voluntary  Cooperative  Information  System 
(VCIS)  of  the  American  Public  Welfare  Association  (APWA)  funded 
by  HHS.  This  is  a  voluntary  survey  conducted  by  APWA  to  fill  in 
the  gap  caused  by  the  lack  of  Federal  reporting  requirements  in  the 
past.  The  most  recent  VCIS  survey  published  in  October  1992  cov- 
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ers  information  for  fiscal  vear  1989.  A  total  of  43  State  or  terri- 
torial agencies  participated  in  this  survey.  It  must  be  kept  in  mind 
that  the  VCIS  data  base  is  incomplete  because  a  number  of  States 
were  able  to  provide  only  partial  data  or  their  data  could  not  be 
used  due  to  lack  of  conformity  with  reporting  guidelines,  Data  from 
30  States  shows  that  a  total  of  five  services  accounted  for  one-half 
of  all  services  provided  to  adults  and  the  elderly.  These  services 
are — information  and  referral  services,  homemaker/home-manage- 
ment/chore  services,  family  planning  services,  protective  services, 
and  counseling  services.  (It  should  be  noted  that  not  all  30  States 
included  in  the  analysis  were  able  to  provide  data  for  every  service 
category.)  Data  from  26  States  shows  that  a  total  of  three  services 
account  for  three-quarters  of  all  social  service  expenditures  for 
adults  and  the  elderly.  These  services  are  homemaker/home  man- 
agement/chore services;  services  for  disabled  persons,  and  protec- 
tive services.  Again  not  all  26  States  were  able  to  provide  data  for 
every  service  category. 

In  1990,  the  American  Association  of  Retired  Persons  released  a 
survey  of  States  regarding  the  amount  of  SSBG  funds  being  used 
for  services  to  the  elderly.  The  survey  showed  that  44  States  use 
some  portion  of  their  SSBG  funds  to  provide  services  to  older  per- 
sons. The  percentage  of  Federal  funds  used  for  seniors  ranged  from 
0  to  90  percent  in  39  States  that  were  able  to  provide  age-specific 
estimates.  Most  States  indicated  that  they  have  held  service  levels 
relatively  constant  by  a  variety  of  devices,  including  appropriating 
their  own  funds,  cutting  staff,  transferring  programs  to  other  fund- 
ing sources,  requiring  local  matching  funds,  or  reducing  the  fre- 
quency of  services  to  an  individual.  The  most  frequently  provided 
services  were  home-based,  adult  protective,  and  case  management/ 
access.  Other  uses  include  family  assistance,  transportation,  nutri- 
tion/meals, socialization  and  disabled  services.  All  but  3  of  the  47 
States  responding  to  the  survey  reported  that  services  for  older 
people  have  suffered  from  the  absence  of  increases  in  Federal 
SSBG  funding.  As  a  result,  States  have  raised  the  eligibility  cri- 
teria so  that  they  provide  fewer  and  less  comprehensive  services  to 
fewer  people  and,  except  with  respect  to  protective  services,  they 
serve  only  the  very  low-income  elderly.  In  addition,  some  States  re- 
ported that  shrinking  funds  make  it  necessary  to  consider  the  costs 
of  services  more  than  the  quality  of  services. 

It  seems  clear  that  while  funaing  for  the  SSBG  has  remained  rel- 
atively constant,  there  is  a  strong  potential  for  fierce  competition 
among  competing  recipient  groups.  Increasing  social  services  needs 
along  with  declining  support  dollars  portends  a  trend  of  continuing 
political  struggle  between  the  interests  of  elderly  indigent  and 
those  of  indigent  mothers  and  children.  In  the  coming  years,  a  fis- 
cal squeeze  in  social  service  programs  could  have  massive  political 
reverberations  for  Congress,  the  Administration,  and  State  govern- 
ments as  policymakers  contend  with  issues  of  access  and  equity  in 
the  allocation  of  scarce  resources. 


(2)  CSBG  Funds 

The  proportion  of  CSBG  funds  that  support  services  for  the  el- 
derly and  the  extent  to  which  these  services  have  fluctuated  as  a 
result  of  the  block  grant  also  remains  unclear.  When  the  CSBG 
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was  implemented,  many  of  the  requirements  for  data  collection  pre- 
viously mandated  and  maintained  under  the  Community  Services 
Administration  were  eliminated.  States  were  given  broad  flexibility 
in  deciding  the  type  of  information  they  would  collect  under  the 
grant.  As  a  result  of  the  minimal  reporting  requirements  under  the 
CSBG,  there  is  very  little  information  available  at  the  Federal  level 
regarding  State  use  of  CSBG  funds. 

The  1993  report  by  NASCSP  on  State  use  of  fiscal  year  1991 
CSBG  funds,  discussed  above,  provides  some  interesting  clues.  Al- 
though the  survey  was  voluntary,  all  jurisdictions  eligible  for  CSBG 
allotments  answered  all  or  part  of  the  survey.  Thus,  NASCSP  re- 
ceived data  on  CSBG  expenditures  broken  down  by  program  cat- 
egory and  number  of  persons  served  which  provides  an  indication 
of  the  impact  of  CSBG  services  on  the  elderly.  For  example,  data 
from  approximately  48  States  show  expenditures  for  employment 
services,  which  includes  job  training  and  referral  services  for  the 
elderly,  accounted  for  8  percent  of  total  CSBG  expenditures  in 
those  States.  A  catchall  linkage  program  category  supporting  a  va- 
riety of  services  reaching  older  persons,  including  transportation 
services,  medical  and  dental  care,  senior  center  programs,  legal 
services,  homemaker  and  chore  services,  and  information  and  refer- 
rals accounted  for  24  percent  of  CSBG  expenditures.  Emergency 
services  such  as  donations  of  clothing,  food,  and  shelter,  low-income 
energy  assistance  programs  and  weatherization  are  provided  to  the 
needy  elderly  through  CSBG  funds.  Unfortunately,  data  related  to 
the  age,  sex,  race,  and  income  levels  of  program  participants  were 
not  reported  in  the  survey.  Until  such  data  are  available,  a  defini- 
tive picture  of  the  role  CSBG  programs  play  in  assisting  the  needy 
elderly  is  unclear. 

3.  Federal  Response 
(a)  social  services  block  grant  appropriations 

The  SSBG  program  is  now  permanently  authorized  and  States 
are  entitled  to  receive  a  share  of  the  total  according  to  their  popu- 
lation size.  By  fiscal  year  1986,  an  authorization  cap  of  $2.7  billion 
was  reached. 

Congress  appropriated  the  full  authorized  amount  of  $2.7  billion 
for  fiscal  year  1989  (P.L.  100-436).  Effective  in  fiscal  year  1990, 
Congress  increased  the  authorization  level  for  the  SSBG  to  $2.8  bil- 
lion (P.L.  101-239).  This  full  amount  was  appropriated  for  each  fis- 
cal year  from  1990  through  fiscal  year  1993. 

In  fiscal  year  1994,  $2.8  billion  was  appropriated  for  permanent 
SSBG  and  $1  billion  for  temporary  SSBG  in  empowerment  zones 
and  enterprise  communities.  Up  to  95  enterprise  communities  and 
9  empowerment  zones  may  be  created  in  1994  and  1995.  Each 
State  is  entitled  to  one  SSBG  grant  for  each  qualified  enterprise 
community  and  two  SSBG  grants  for  each  qualified  empowerment 
zone  within  the  State.  Grants  to  enterprise  communities  will  gen- 
erally equal  about  $3  million  while  grants  to  empowerment  zones 
will  generally  equal  $50  million  for  urban  zones  and  $20  million  for 
rural  zones.  States  must  use  these  funds  for  the  first  three  of  the 
five  goals  listed  above.  Program  options  include — skills  training, 
job  counseling,  transportation,  housing  counseling,  financial  man- 
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agement  and  business  counseling,  emergency  and  transitional  shel- 
ter and  programs  to  promote  self-sufficiency  for  low-income  families 
and  individuals.  The  limitations  on  the  use  of  regular  SSBG  funds 
do  not  apply  to  these  program  options. 

(B)  COMMUNITY  SERVICES  BLOCK  GRANT  REAUTHORIZATION  AND 
APPROPRIATIONS 

As  established  in  the  OBRA  81,  the  CSBG  was  scheduled  to  ex- 
pire at  the  end  of  fiscal  year  1986.  The  Human  Services  Reauthor- 
ization Act  of  1986  (P.L.  99-425)  extended  the  CSBG  Act  through 
fiscal  year  1990  and  Public  Law  101-501  subsequently  extended 
the  Act  through  fiscal  year  1994  at  the  following  authorization  lev- 
els: $451.5  million  in  fiscal  year  1991,  $460  million  in  fiscal  year 
1992,  $480  million  in  fiscal  year  1993,  and  $500  million  in  fiscal 
year  1994.  Of  the  total  appropriated  each  year,  the  Secretary  of 
HHS  is  authorized  to  reserve  up  to  9  percent  for  discretionary  use. 
The  remaining  funds  are  allotted  to  States  in  the  same  proportion 
as  the  amounts  that  the  States  received  in  fiscal  1981  from  CSA. 
Ninety  percent  of  the  State  allotments  must  be  used  to  fund  eligi- 
ble service  providers. 

The  Act  also  authorizes  the  following  amounts  for  the  Commu- 
nity Food  and  Nutrition  Program:  $10  million  in  fiscal  year  1991, 
$15  million  in  fiscal  year  1992,  $20  million  in  fiscal  year  1993,  and 
$25  million  in  fiscal  year  1994.  In  addition,  the  following  amounts 
are  authorized  for  demonstrations  of  innovative  antipoverty  ap- 
proaches: $10  million  in  fiscal  year  1991,  and  such  sums  as  nec- 
essary for  fiscal  years  1992,  1993,  and  1994.  The  Stewart  B. 
McKinney  Homeless  Assistance  Act  authorized  appropriations  for 
grants  to  States  for  services  to  the  homeless. 

For  fiscal  year  1993,  the  Bush  Administration  requested  no  new 
funds  for  CSBG  or  related  programs.  Congress,  however,  approved 
a  total  of  $441  million  for  CSBG,  of  which  $41  million  was  for  com- 
munity partnerships,  and  $7  million  was  for  community  food  and 
nutrition  services.  For  fiscal  year  1994,  the  Clinton  Administration 
requested  $441  million  for  CSBG  and  related  programs.  Congress 
approved  $464  million  including  $8  million  for  community  food  and 
nutrition.  The  CSBG  Act  is  scheduled  to  be  reauthorized  by  the  end 
of  fiscal  year  1994. 

B.  EDUCATION 

1.  Background 

State  and  local  governments  have  long  had  primary  responsibil- 
ity for  the  development,  implementation,  and  administration  of  pri- 
mary, secondary,  and  higher  education,  as  well  as  continuing  edu- 
cation programs  that  benefit  students  of  all  ages.  The  role  of  the 
Federal  Government  in  education  has  been  to  ensure  equal  oppor- 
tunity, to  enhance  the  quality,  and  to  address  national  priorities  in 
training. 

Federal  and  State  interest  in  developing  educational  opportuni- 
ties for  older  persons  grew  out  of  several  White  House  Conferences 
on  Aging  which  discussed  the  educational  needs  for  older  persons. 
These  educational  needs  range  from  the  need  to  acquire  the  basic 
skills  necessary  to  function  in  society,  to  the  need  to  engage  in  ac- 
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tivities  throughout  one's  life  which  are  enjoyable  and  meaningful 
and  which  benefit  other  people.  The  White  House  Conferences  on 
Aging  pointed  out  that  as  our  society  ages  at  an  accelerated  rate, 
it  must  assess  and  redefine  the  teaching  and  learning  roles  of  older 
persons  and  assure  a  match  between  the  needs  of  older  adults  and 
the  training  of  those  who  serve  them. 

While  many  strong  arguments  exist  for  the  importance  of  formal 
and  informal  educational  opportunities  for  older  persons,  it  has  tra- 
ditionally been  a  low  priority  in  education  policymaking.  Public  and 
private  resources  for  the  support  of  education  have  been  directed 
primarily  at  the  establishment  and  maintenance  of  programs  for 
children  and  college  age  students.  This  is  due  largely  to  the  percep- 
tion that  education  is  a  foundation  constructed  in  the  early  stages 
of  human  development. 

Although  learning  continues  throughout  one's  life  in  experiences 
with  work,  family,  and  friends,  formal  education  has  traditionally 
been  viewed  as  a  finite  activity  extending  only  through  early  adult- 
hood. Thus,  it  is  a  relatively  new  notion  that  the  elderly  have  a 
need  for  formal  education  extending  beyond  the  informal,  experien- 
tial environment.  This  need  for  structured  learning  may  appeal  to 
"returning  students"  who  have  not  completed  their  formal  edu- 
cation, older  workers  who  require  retraining  to  keep  up  with  rapid 
technological  change,  or  retirees  who  desire  to  expand  their  knowl- 
edge and  personal  development. 

At  the  end  of  1991,  the  Special  Committee  on  Aging  released  a 
publication  entitled  "Lifelong  Learning  for  An  Aging  Society."  This 
report,  which  was  updated  for  1992  provides  an  introduction  to  the 
concept  of  lifelong  learning  as  well  as  to  the  laws  that  affect  edu- 
cation for  the  older  adult. 

2.  Issues 
(a)  adult  literacy 

Conventional  literacy  means  the  ability  to  read  and  write.  The 
Census  Bureau  estimated  that  the  Nation's  conventional  illiteracy 
rate  was  0.5  percent  in  1980,  which  would  place  the  estimated 
number  at  over  1  million.  However,  literacy  means  more  than  the 
ability  to  read  and  write.  The  term  "functional  illiteracy"  began  to 
be  used  during  the  1940's  and  1950's  to  describe  persons  who  were 
incapable  of  understanding  written  instructions  necessary  to  ac- 
complish specific  tasks  or  functions. 

Definitions  of  functional  literacy  depend  on  the  specific  tasks, 
skills,  or  objectives  at  hand.  As  various  experts  have  defined  clus- 
ters of  needed  skills,  definitions  of  functional  literacy  have  pro- 
liferated. These  definitions  have  become  more  complex  as  techno- 
logical information  has  increased.  For  example,  the  National  Lit- 
eracy Act  of  1991  defines  literacy  as  "an  individual's  ability  to  read, 
write,  and  speak  in  English,  and  compute  and  solve  the  problems 
at  levels  of  proficiency  necessary  to  function  on  the  job  and  in  soci- 
ety, to  achieve  one's  goals,  and  develop  one's  knowledge  and  poten- 
tial." 

According  to  a  major  literacy  survey  released  in  September  1993 
by  the  Department  of  Education,  approximately  90  million  adults 
(about  47  percent  of  the  U.S.  adult  population)  demonstrate  low 
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levels  of  literacy.  However,  most  of  these  adults  describe  them- 
selves as  being  able  to  read  or  write  English  "well"  or  "very  well." 
Thus,  a  majority  of  Americans  do  not  know  that  they  do  not  have 
the  skills  necessary  to  earn  a  living  in  today's  increasingly  techno- 
logical society.  These  findings  are  contained  in  a  survey  by  the  Na- 
tional Center  for  Education  Statistics  that  sampled  the  English  lit- 
eracy levels  of  26,000  individuals  in  the  United  States  over  the  age 
of  16.  B 

The  National  Adult  Literacy  Survey  (NALS)  conducted  in  1992, 
tested  adults  on  three  different  literacy  skills  (prose,  document', 
and  quantitative).  The  study  defines  literacy  as  "using  printed  and 
written  information  to  function  in  society,  to  achieve  one's  goals, 
and  to  develop  one's  knowledge  and  potential."  The  report  found 
that  adults  performing  in  the  lowest  literacy  level  were  more  likely 
to  have  fewer  years  of  education,  to  have  a  physical,  mental,  or 
other  health  problem,  and  to  be  older,  in  prison  or  born  outside  the 
United  States.  The  survey  also  underscores  low  literacy  skill's 
strong  connection  to  low  economic  status.  Adult  Literacy  in  Amer- 
ica provides  an  overview  of  the  results  of  NALS.  The  Department 
of  Education  is  also  publishing  six  additional  reports  concerning 
the  results  of  NALS.  One  of  these  reports,  expected  to  be  published 
in  April  1994,  will  cover  literacy  and  the  elderly. 

Statistics  on  educational  attainment  have  also  revealed  cause  for 
concern.  For  1992,  the  Census  Bureau  estimated  that  161  million 
persons  were  25  years  old  and  over;  of  these  2.1  percent  (3  million) 
had  completed  less  than  5  years  of  school,  and  20.6  percent  (33  mil- 
lion) had  completed  less  than  12  years  of  school.  The  use  of  these 
data  to  estimate  functional  literacy  rates,  however,  has  the  draw- 
back that  the  number  of  grades  completed  does  not  necessarily  cor- 
respond to  the  actual  level  of  skills  of  adult  individuals. 

In  addition,  an  estimated  two-thirds  of  the  Nation's  colleges  find 
it  necessary  to  provide  remedial  reading  and  writing  courses  for 
some  students.  When  the  inherent  problems  associated  with  illit- 
eracy are  considered  (unemployment,  crime,  homelessness,  alcohol 
and  drug  abuse)  the  social  consequences  of  widespread  illiteracy  in 
this  country  are  particularly  disturbing. 

Of  all  adults,  the  group  60  years  of  age  and  older  has  the  highest 
percentage  of  people  who  are  functionally  illiterate.  As  would  be  ex- 
pected, there  is  a  heavy  concentration  of  older  persons  among  the 
group  of  adults  who  have  not  graduated  from  high  school.  Accord- 
ing to  the  Statistical  Abstract  of  the  United  States  for  1993,  which 
contains  census  data  information  for  1992,  20.6  percent  of  all 
adults  25  years  old  and  older  do  not  graduate  from  high  school 
while  almost  twice  that  many  (34.8  percent)  of  those  55  years  old 
and  older  did  not  graduate  from  high  school.  Of  those  75  and  older 
almost  50  percent  (48.8  percent)  did  not  graduate  from  high  school. 

In  1990  President  Bush  and  the  Nation's  Governors  adopted  six 
national  education  goals  to  be  achieved  by  the  year  2000.  One  of 
the  six  goals  is  that  every  adult  American  will  be  literate  and  will 
possess  the  knowledge  and  skills  necessary  to  compete  in  a  global 
economy  and  exercise  the  rights  and  responsibilities  of  citizenship. 
In  order  to  accomplish  these  goals,  the  President  proposed  a  new 
education  strategy,  entitled  AMERICA  2000  and  the  102nd  Con- 
gress considered  and  passed  a  number  of  alternatives  to  implement 
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this  strategy.  Because  there  was  no  final  agreement  on  the  various 
proposals,  no  legislation  was  enacted. 

For  the  103rd  Congress  President  Clinton  has  proposed  "Goals 
2000:  Educate  America  Act."  This  proposal  would  enact  the  na- 
tional educational  goals,  support  educational  standards  and  assess- 
ments, and  fund  efforts  to  provide  systemtic  educational  reform. 
The  Goals  2000  legislation  was  reported  by  the  Senate  Committee 
on  Labor  and  Human  Resources  in  June  1993  and  passed  the 
House  in  October  1993. 


Chart    1 

PERCENT  OF  AGE  GROUPS  WITH  LESS  THAN  12 
YEARS  OF  EDUCATION   1992 


SOURCE:    U.S.    BUREAU   OF   THE    CENSUS,    STASTICAL   ABSTRACT   OF   THE   U.S. 
1993,    TABLE    232. 

(B)  PARTICIPATION  IN  ADULT  EDUCATION 

The  Department  of  Education  is  authorized  under  the  Adult  Edu- 
cation Act  (AEA)  to  provide  funds  for  educational  programs  and 
support  services  benefiting  all  segments  of  the  eligible  adult  popu- 
lation. The  purpose  of  the  act  is  to:  (a)  Establish  adult  education 
programs  to  help  persons  16  years  and  older  to  acquire  basic  lit- 
eracy skills  necessary  to  function  in  society,  (b)  enable  adults  to 
complete  a  secondary  school  education,  and  (c)  make  available  to 
adults  the  means  to  secure  training  and  education  that  will  enable 
them  to  become  more  employable,  productive,  and  responsible  citi- 
zens. Funds  provided  for  adult  education  are  distributed  by  a  for- 
mula to  States  based  on  the  number  of  adults  in  a  State  without 
high  school  diplomas  who  currently  are  not  enrolled  in  school.  The 
AEA  served  approximately  4  million  participants  in  1993. 
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Data  from  the  Office  of  Vocational  and  Adult  Education  within 
the  Department  of  Education  (ED)  shows  that,  in  1986,  of  the  total 
eligible  adult  population  receiving  Adult  Basic  Education  (ABE) 
services  (basic  literacy  and  English  as  a  second  language  instruc- 
tion), 7.4  percent  or  217,488  were  in  the  60-plus  age  group,  as  com- 
pared to  185,000  the  previous  year,  an  11.8-percent  increase  By 
1989,  only  5  percent  of  participants  (or  165,000)  in  these  programs 
were  over  age  60.  At  the  State  level,  the  percentage  of  older  adult 
participation  in  literacy  instruction  varied  from  less  than  1  percent 
to  20  percent.  The  reasons  for  participation  in  literacy  programs 
most  often  cited  by  this  group  were  a  desire:  (1)  to  read  to  their 
grandchildren,  (2)  to  read  the  Bible,  (3)  to  read  medicine  labels  (4) 
to  accomplish  a  lifetime  goal  of  earning  a  General  Education  Devel- 
opment (GED)  certificate,  (5)  to  learn  more  about  money  and  bank- 
ing, and  (6)  to  learn  more  about  available  community  resources 

With  less  than  4  percent  of  the  elderly  population  estimated  to 
be  enrolled  in  an  educational  institution  or  program,  older  Ameri- 
cans continue  to  be  underrepresented  in  education  programs  in  re- 
lation to  the  percentage  of  the  total  U.S.  adult  population  they 
comprise.  This  is  due  partly  to  the  fact  that  while  the  elderly  cer- 
tainly have  the  ability  to  learn,  the  desire  to  learn  is  a  function  of 
educational  experience.  A  1984  Department  of  Education  report 
supports  the  correlation  between  years  of  schooling  completed  and 
participation  in  adult  education. 

The  existence  of  special  classes  and  programs  geared  to  older 
adults  within  structured  adult  education  programs  is  still  relatively 
rare  except  in  community  senior  centers.  Most  of  the  classes  cur- 
rently focus  on  self-enrichment  and  life-coping  skills.  However 
they  are  gradually  shifting  the  focus  to  educational  programs  on 
self-sufficiency.  Few  programs  currently  exist  to  meet  the  growing 
demand  to  acquire  the  skills  needed  for  volunteer  or  paid  work 
later  in  life.  As  the  median  years  of  schooling  for  older  adults  in- 
creases, and  older  persons  look  to  continued  employment  as  a 
source  of  economic  security,  adult  education  programs  may  need  to 
shift  emphasis  from  personal  interest  courses  to  courses  on  job- 
training  skills. 

Although  States  use  various  methods  for  reaching  the  eligible 
aging  population,  reports  indicate  that  there  are  problems  in  carry- 
ing out  this  effort.  The  major  problems  most  often  mentioned  by 
States  are  transportation  and  recruitment.  Reaching  older  persons, 
especially  in  rural  areas,  is  complicated  because  of  distance,  low 
population  density,  and  lack  of  public  transportation. 

3.  Federal  and  Private  Response 

(a)  programs 

(1)  Literacy 

(a)  Public  efforts.— The  Adult  Education  Act  was  enacted  as  part 
of  the  Elementary  and  Secondary  Education  Amendments  of  1966 
(P.L.  89-750).  This  Act  was  reauthorized  under  Section  6214  of  the 
Hawkins-Stafford  Elementary  and  Secondary  School  Improvement 
Amendments  of  1988  (P.L.  100-297).  The  Act  has  been  amended 
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several  times  since  1966,  but  the  basic  purpose  and  structure  have 
remained  similar  since  its  enactment. 

Much  of  the  public  effort  by  States  and  localities  to  address  lit- 
eracy problems  is  organized  under  the  AEA  program,  which  is 
funded  primarily  by  the  States.  Section  353  of  the  Adult  Education 
Act  requires  States  to  set  aside  15  percent  of  their  Federal  funds 
for  special  experimental  demonstration  and  teacher  training 
projects.  The  section  calls  for  coordinated  approaches  to  the  deliv- 
ery of  adult  basic  education  services  to  promote  effective  programs 
and  to  develop  innovative  methods.  Some  of  the  States  developed 
projects  targeted  to  improve  literacy  services  to  the  older  popu- 
lation. For  example,  Louisiana  developed  a  set  of  basic  skills  curric- 
ula for  adults  reading  at  the  0-4  grade  levels  and  West  Virginia 
used  cable  television  to  reach  the  disadvantaged  who  live  in  rural 
areas,  as  well  as  those  who  are  institutionalized,  homebound,  or 
isolated. 

Federal  legislation  has  been  critical  in  strengthening  adult  edu- 
cation during  the  past  decade.  The  National  Literacy  Act  of  1991, 
for  example,  represents  the  result  of  legislative  efforts  to  expand 
the  programs  and  resources  available  to  address  the  country's  lit- 
eracy problem.  Programs  authorized  by  the  Family  Support  Act 
and  the  Job  Training  Partnership  Act  amendments  also  highlight 
the  importance  placed  on  literacy  and  basic  skills  education.  Both 
Acts  encourage  State  and  local  entities  to  work  with  educational  in- 
stitutions in  designing  and  implementing  services  for  economically 
and  educationally  disadvantaged  adults  to  promote  job  training 
and  economic  self-sufficiency. 

In  addition,  the  AEA  amendments  authorized  several  literacy 
projects  including  those  for  workplace  literacy,  English  literacy, 
and  literacy  services  for  the  homeless.  The  AEA  also  called  for  the 
National  Adult  Literacy  Survey  to  be  conducted  in  order  to  provide 
a  definitional  framework  and  comprehensive  data  on  adult  literacy 
in  America. 

The  AEA  amendments  also  required  that  the  Secretary  of  Edu- 
cation, in  conjunction  with  the  Secretary  of  Labor  and  Secretary  of 
HHS  conduct  an  interagency  study  of  Federal  funding  sources  and 
services  for  adult  education  programs.  Pursuant  to  this  require- 
ment, the  Cosmos  Corporation  was  commissioned  by  these  three 
agencies  to:  (1)  Collect  and  synthesize  information  about  Federal 
adult  education  programs  that  support  literacy,  basic  skills,  Eng- 
lish as  a  second  language  or,  adult  secondary  education;  and  (2) 
provide  recommendations  about  the  necessity  of  program  coordina- 
tion and  facilitation  among  Federal,  State,  and  local  levels.  This  re- 
port was  done  in  two  phases.  Phase  1  examined  the  variety  of  Fed- 
eral programs  that  authorized  the  expenditure  of  funds  for  adult 
education  services  by  reviewing  85  programs  in  12  Federal  agen- 
cies. Phase  2  investigated  effective  efforts  in  State  and  local  coordi- 
nation of  adult  education  services.  Phase  1  of  the  study  entitled 
"Federal  Funding  Sources  and  Services  for  Adult  Education"  was 
completed  by  Cosmos  in  1992  and  covers  fiscal  years  1986-89. 

Among  the  principal  findings  of  phase  1  are  as  follows:  (1)  the 
number  of  programs  and  amount  of  funding  for  Federal  adult  edu- 
cation programs  increased  gradually  during  the  fiscal  year  period 
1986-89;  (2)  the  type  of  activity  funded  most  frequently  was  the 
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provision  of  instructional  services;  (3)  because  of  the  limited  avail- 
ability of  data  the  amount  of  Federal  funding  spent  on  adult  edu- 

Catl<?<? .£°Li9£9^th^  can  be  reliably  verified  is  a  low-end  estimate 
of  $247,090,059.  (This  amount  did  not  include  funds  from  the 
JTPA,  Job  Opportunities  and  Basic  Skills  Program,  and  other  such 
programs  which  would  have  made  this  number  substantially  high- 
er. Most  of  these  moneys  came  from  Department  of  Education  pro- 
grams funded  under  the  AEA);  and  (4)  the  support  for  adult  edu- 
cation has  been  concentrated  on  the  provision  of  direct  educational 
services  in  basic  skills  and  literacy.  The  report  stated  that  support 
for  other  areas  such  as  research,  dissemination,  and  staff  training 
is  necessary  because  it  is  critical  to  the  improvement  of  the  overall 
system  for  adult  education.  The  report  concluded  by  stating  that 
the  lack  of  data  and  difficulty  in  retrieving  data  regarding  adult 

/uC\atD°?  P™^31118  made  assessing  those  programs  very  difficult. 

(b)  Private  efforts.— Literacy  programs  are  operated  by  a  mul- 
titude of  private  groups  including  churches,  local  school  districts, 
businesses,  labor  unions,  civic  and  ethnic  groups,  community  and 
neighborhood  associations,  community  colleges,  museums  and  gal- 
leries, and  PTA  groups.  While  many  of  these  organizations  have  re- 
lied primarily  on  funding  under  the  AEA  for  their  adult  education 
programs  they  are  increasingly  relying  on  the  JTPA,  HHS  Family 
Support  Act  and  other  programs. 

Several  national  groups  provide  voluntary  tutors  and  instruc- 
tional materials  for  private  literacy  programs,  the  two  primary 
ones  are  the  Laubach  Literacy  Action  (50,000  tutors)  and  Literacy 
Volunteers  of  America  (30,000  tutors).  At  the  instigation  of  the 
American  Library  Association,  a  group  of  11  national  organizations 
including  Laubach  and  Literacy  Volunteers,  created  the  Coalition 
for  Literacy  to  deliver  information  and  services  at  the  national  and 
local  levels. 

In  1985,  ABC  Television  and  the  Public  Broadcasting  System 
began  Project  Literacy  U.S.  (PLUS),  an  ongoing  effort  to  produce 
media  programs  on  literacy  in  conjunction  with  expanded  local 
community  services. 

(2)  Higher  Education 

Older  persons  bring  insight,  interest,  and  commitment  to  learn- 
ing that  can  generate  similar  enthusiasm  from  younger  classmates, 
and  can  add  to  the  personal  satisfaction  of  learning.  A  logical  ex- 
tension of  the  success  of  intergenerational  school  programs  is  the 
intergenerational  classroom  at  the  college  level.  One  study  found 
that^  younger  students  studying  together  with  persons  their  par- 
ents and  grandparents'  age  broadened  their  attitude  toward  older 
persons  beyond  rigid  stereotypes  and  enabled  them  to  identify  their 
older  classmates  as  their  peers.  This  finding  rebukes  the  myth  that 
older  students  somehow  take  away  learning  opportunities  from 
younger  students,  and  indicates  a  growing  need  to  think  of  older 
adults  as  a  vital  part  of  the  college  classroom. 

Some  colleges  have  designed  continuing  education  programs  to 
provide  the  flexibility  and  support  older  students  often  need  when 
reentering  college  after  several  years.  Today  over  100  colleges  and 
/Uo^TSltl6S  ParticiPate  in  the  College  Centers  for  Older  Learners 
(CCOL)  program  (also  known  as  Institutes/Learning  In  Retirement 
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Centers).  The  two  most  common  variations  of  this  program  are  ei- 
ther those  curricula  that  are  planned  and  implemented,  exclusively 
by  older  persons,  or  those  that  are  designed  and  managed  by  the 
institution  with  involvement  of  older  students  in  the  program  plan- 
ning. 

Other  colleges  recognize  experience  as  credit  hours.  At  American 
University  in  Washington,  D.C.,  for  example,  the  Assessment  of 
Prior  Experiential  Learning  (APEL)  program  allows  older  students 
to  translate  their  years  of  work  or  life  experience  into  as  many  as 
30  credits  toward  a  bachelor's  degree. 

For  those  older  students  who  cannot  afford  the  cost  of  a  private 
college,  some  States  are  beginning  to  reduce  the  cost  of  higher  edu- 
cation for  adults  age  60  and  over.  Although  policies  differ  from 
State  to  State,  most  offer  a  full  tuition  waiver  and  allow  partici- 
pants to  take  regular  courses  for  credit  in  State-supported  institu- 
tions. The  Older  Americans  Act  (OAA)  Amendments  of  1987  (P.L. 
100-175)  included  a  provision  which  requires  area  agencies  on 
aging  to  conduct  a  survey  on  the  availability  of  tuition-free  post- 
secondary  education  in  their  area,  supplement  the  data  where  nec- 
essary, and  disseminate  this  information  through  senior  centers, 
congregate  nutrition  sites,  and  other  appropriate  locations.  Provid- 
ing access  to  such  information  aimed  at  increasing  the  enrollment 
of  older  persons  in  higher  education  programs. 

(3)  Intergenerational  Programs 

Intergenerational  programs  in  schools  were  introduced  in  the 
early  1970's  in  an  effort  to  counter  the  trend  toward  an  increas- 
ingly age-segregated  society  in  which  few  opportunities  exist  for 
meaningful  contact  between  older  adults  and  youth.  Initially,  pro- 
grams were  designed  and  implemented  with  an  emphasis  toward 
providing  the  support,  teaching,  and  caring  that  would  enhance  the 
learning  and  development  of  school  children.  Eventually, 
intergenerational  school  programs  emerged  as  a  viable  means  of 
enriching  the  lives  of  older  persons  as  well.  There  are  now  more 
than  100  intergenerational  school  programs  nationwide.  More  than 
250,000  volunteers  participate  in  grades  kindergarten  through  12. 

Intergenerational  school  programs  range  from  informal  and  hap- 
hazard to  large,  centrally  organized  projects  spanning  several 
school  districts.  One  example  of  a  successful  intergenerational  pro- 
gram is  the  Teaching  Learning  Community,  established  by  an  ele- 
mentary art  teacher  in  1971  in  Ann  Arbor,  MI.  The  Teaching 
Learning  Community  links  older  persons  with  a  small  group  of  stu- 
dent-apprentices. They  work  together  on  joint  activities  on  a  regu- 
lar, weekly  basis.  The  focus  is  to  teach  the  student  a  new  skill  and 
create  a  product,  while  communicating  with  and  developing  respect 
for  others.  The  program  has  spread  to  many  States,  including  Flor- 
ida, Pennsylvania,  Idaho,  Texas,  and  New  York. 

Whatever  the  size  or  scope,  intergenerational  school  programs 
contribute  immeasurably  toward  improving  older  persons'  self-es- 
teem and  life  satisfaction.  School  volunteering  provides  an  oppor- 
tunity for  older  persons  to  develop  meaningful  relationships  with 
children  and  to  better  cope  with  their  own  personal  traumas,  such 
as  the  death  of  a  spouse  or  friend.  These  programs  also  allow 
school  children  to  develop  a  more  positive  view  of  the  elderly  while 
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benefiting  from  the  social,  academic,  and  life  experience  of  their 
older  tutors. 

The  OAA  Amendments  of  1987  included  a  provision  that  allows 
the  Assistant  Secretary  on  Aging  to  award  demonstration  grants  to 
provide  expanded,  innovative  volunteer  opportunities  to  older  per- 
sons and  to  fulfill  unmet  community  needs.  These  projects  may  in- 
clude intergenerational  services  bv  older  persons  to  meet  the  needs 
of  children  in  day  care  and  school  settings.  The  1992  OAA  Amend- 
ments also  promote  intergenerational  programs.  More  specifically 
the  amended  Act  includes  provisions  which  require  the  Assistant 
Secretary  on  Amng  to  establish  a  program  for  making  grants  to 
btates  for  establishing  projects  in  public  schools  which,  among 
other  things,  provide  hot  meals  to  older  individuals  and  provide 
multigenerational  activities  in  which  volunteer  older  individuals 
and  students  interact.  This  program,  however,  has  not  been  funded 
to  date. 

In  addition,  pursuant  to  Sections  406  and  409  of  the  1992  OAA 
Amendments,  AOA  solicited  grant  applications  to  develop  and  im- 
plement intergenerational  and  multigenerational  programs  de- 
signed to  assist  families  at-risk.  Seven  projects  intended  to  increase 
the  commitment  of  organizations  to  incorporate  intergenerational 
and/or  multigenerational  programs  into  their  agendas  were  funded 
for  a  17-month  period.  These  projects  encourage  the  organizations 
to  focus  on  the  role  of  older  family  members  when  developing  solu- 
tions to  the  problems  facing  American  families.  The  AOA  also  fund- 
ed a  national  training  and  technical  assistance  project  to  take  place 
at  the  same  time  as  the  intergenerational  projects. 

Two  of  the  projects  which  have  to  do  specifically  with  education 
are  as  follows:  First,  the  Teaching-Learning  Communities 
Multigenerational  Family  Empowerment  Project  of  Eastern  Michi- 
gan University  links  three  programs  together  ((1)  Senior  aides  par- 
ticipating in  DOL's  Senior  Community  Service  Employment  Pro- 
gram, (2)  youth  and  their  parents  receiving  Section  8  housing  sup- 
port, and  (3)  local  school  districts)  in  order  to  demonstrate  how 
interorganizational  collaboration  can  work  to  better  meet  the  re- 
spective goals  of  each  organization  and  those  served  by  them.  Sec- 
ond, the  Hand  in  Hand:  Multigenerational  Assistance  Exchange 
project  will  employ  minority  college  students  as  outreach  aides  to 
inform  and  assist  older  people  in  applying  for  public  benefits  and 
obtaining  aging  services.  In  exchange,  elders  will  be  invited  to  vol- 
unteer as  mentors,  tutors,  and  companions  for  at-risk  children  in 
the  Head  Start  and  Youth  Enrichment  Experience  Programs. 

In  November  1992,  the  Special  Committee  on  Aging  convened  a 
roundtable  on  intergenerational  mentoring  in  order  to  study  the  di- 
rection that  mentoring  programs  might  take.  This  roundtable  was 
the  first  step  in  exploring  possible  legislation  for  a  National  Mentor 
Corps,  a  public-private  partnership  that  can  provide  mentors  in  our 
public  school  system. 

(B)  LEGISLATION 

The  102d  Congress  considered  and  passed  a  number  of  com- 
prehensive proposals  to  improve  the  Nation's  literacy  which  were 
enacted  into  law.  The  most  significant  for  older  adults  was  the  Na- 
tional Literacy  Act  of  1991  (P.L.  102-73)  which  was  signed  into  law 
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in  July  1991.  This  legislation,  which  extends  the  AEA  for  an  addi- 
tional 2  years  to  1995,  contains  a  comprehensive  set  of  amend- 
ments to  assist  State  and  local  programs  in  providing  literacy  skills 
to  adults.  This  legislation  also  establishes  an  interagency  National 
Institute  for  Literacy,  together  with  a  National  Institute  Board,  to 
conduct  basic  and  applied  research. 

The  103d  Congress  is  considering  the  Clinton  Administration's 
proposed  Goals  2000:  Educate  America  Act.  This  legislation  ad- 
dresses such  topics  as  education  goals,  standards,  assessments,  and 
"systemic  reform. "  This  legislation  is  intended  to  provide  a  frame- 
work for  moving  the  Nation  toward  the  national  education  goals 
adopted  by  President  Bush  and  the  Nation's  Governors  in  1990. 
These  goals  seek  to  achieve  substantial  improvement  in  U.S.  edu- 
cation, primarily  at  the  precollege  level,  by  the  year  2000.  The  leg- 
islation would  enact  the  Goals  into  Federal  law,  and  support  devel- 
opment of  National  and  State  education  standards  and  assess- 
ments to  help  meet  these  goals.  It  would  also  fund  systemwide 
State  and  local  education  reform  aligned  with  State  standards  and 
assessments.  One  of  the  goals  of  this  legislation  is  that  all  adults 
will  be  literate  by  the  year  2000.  Goals  2000  legislation  was  re- 
ported by  the  Senate  Committee  on  Labor  and  Human  Resources 
on  June  23,  1993.  The  House  approved  Goals  2000  legislation  on 
October  13,  1993. 

C.  ACTION  PROGRAMS 

1.  Background 

ACTION  was  established  in  1971  through  a  Presidential  reorga- 
nization plan  that  brought  together  under  one  independent  agency 
several  existing  volunteer  programs.  The  programs  transferred  to 
ACTION  in  1971  include  Volunteers  in  Service  to  America  (VISTA) 
and  the  National  Student  Volunteer  Program,  both  previously  ad- 
ministered by  the  Office  of  Economic  Opportunity;  the  Foster 
Grandparent  Program  (FGP);  and  the  Retired  Senior  Volunteer 
Program  (RSVP),  which  had  been  part  of  the  Administration  on 
Aging. 

ACTION  was  given  statutory  authority  under  the  Domestic  Vol- 
unteer Service  Act  of  1973,  which  placed  all  domestic  volunteer 
programs  under  a  single  authorizing  statute.  The  act  was  reauthor- 
ized in  1989  through  fiscal  year  1993. 

Today,  programs  administered  by  ACTION  include  the  Title  I- 
A  VISTA  program,  the  Title  I-B  Student  Community  Service  Pro- 
grams, the  Title  I-C  Special  Volunteer  Programs,  and  the  Title  II 
Older  American  Volunteer  Programs  (FGP,  RSVP,  and  the  Senior 
Companion  Program  (SCP)).  ACTION  programs  are  directed  to- 
ward reducing  poverty  and  poverty-related  problems,  helping  the 
physically  and  mentally  disabled,  and  assisting  in  a  variety  of 
other  community  service  activities.  ACTION  also  supports  dem- 
onstration projects  for  testing  new  initiatives  in  voluntarism,  and 
advocacy  and  promotes  voluntarism  in  the  public  and  private  sec- 
tors. 

On  September  21,  1993,  President  Clinton  signed  into  law  major 
new  national  service  legislation  entitled  The  National  and  Commu- 
nity Service  Trust  Act  of  1993  (P.L.  103-82).  The  conference  agree- 
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ment  on  this  legislation  (H.R.  2010)  was  passed  by  the  Senate  on 
September  8,  1993,  and  by  the  House  on  August  6,  1993.  Public 
Law  103-82  establishes  a  new  Federal  Corporation  for  National 
Service  that  will  be  created  by  combining  the  Commission  on  Na- 
tional and  Community  Service  and  ACTION.  The  Corporation  will 
be  responsible  for  administering:  the  new  National  Service  Trust 
Program;  programs  authorized  under  the  National  Community 
Service  Act  of  1990;  the  Domestic  Volunteer  Service  Act;  the  Civil- 
ian Community  Corps;  and  funding  training  and  technical  assist- 
ance, service  clearinghouses  and  other  activities. 

The  Corporation  can  solicit  and  accept  private  funds.  A  biparti- 
san 15-member  board  of  directors  appointed  by  the  President  and 
confirmed  by  the  Senate  will  administer  the  Corporation  and  an  In- 
spector General  will  oversee  the  programs.  Programs  can  arrange 
for  independent  audits  and  evaluations,  and  can  also  be  required 
to  participate  in  national  or  State  evaluations.  The  Corporation  is 
required  to  retain  the  ACTION  field  office  structure,  and  the  trans- 
fer of  ACTION  into  the  Corporation  cannot  take  place  sooner  than 
12  months  after  enactment  of  authorizing  legislation. 

To  receive  a  grant,  States  must  establish  a  commission  on  na- 
tional service.  Commissions  are  to  have  15-25  members,  and  be 
comprised  of  representatives  from  a  variety  of  fields  including:  local 
government,  existing  national  service  programs,  local  labor  organi- 
zations, and  community-based  organizations.  A  representative  of 
the  Federal  corporation  must  be  a  voting  member  of  every  State 
commission.  State  commissions  will  select  programs  to  be  funded, 
design  strategic  plans  for  service  in  the  States,  recruit  participants, 
disseminate  information  about  service  opportunities,  and  support 
clearinghouses.  They  cannot  operate  national  service  programs,  but 
can  support  programs  administered  by  State  agencies.  For  approxi- 
mately 2  transitional  years,  existing  State  agencies  can  assume  the 
responsibility  of  the  State  commissions. 

(A)  OLDER  AMERICAN  VOLUNTEER  PROGRAMS 

The  Older  American  Volunteer  Programs  (OAVP),  which  includes 
the  RSVP,  the  FGP,  and  the  SCP,  is  the  largest  of  the  ACTION 
program  components.  For  fiscal  year  1993,  OAVP  funding  con- 
stituted approximately  64  percent  of  total  ACTION  funding,  and 
supported  the  majority  of  ACTION'S  volunteer  strength.  The  var- 
ious programs  provide  opportunities  for  persons  60  years  and  older 
to  work  part  time  in  a  variety  of  community  service  activities. 
Grants  are  awarded  to  local  private  nonprofit  or  public  sponsoring 
agencies  that  recruit,  place,  supervise,  and  support  older  volun- 
teers. 

The  programs  within  ACTION  were  amended  and  extended 
through  fiscal  year  1993  by  the  Domestic  Volunteer  Service  Act 
Amendments  of  1989  (P.L.  100-204).  The  1989  amendments  in- 
creased the  authorized  funding  levels  and  numbers  of  volunteers 
for  several  programs  and  increased  the  volunteer  stipend  amounts 
for  the  VISTA,  FGP,  and  SCP.  For  both  the  VISTA  and  OAVP,  the 
1989  amendments  included  language  requiring  ACTION  to  spend 
a  certain  portion  of  appropriated  funds  on  recruitment  and  place- 
ment. 
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Pursuant  to  Public  Law  103-82,  the  OAVP  will  be  renamed  the 
National  Senior  Volunteer  Corps.  Public  Law  103-82  clarifies  that 
Foster  Grandparents  can  work  with  children  with  special  needs  in 
Head  Start  programs,  schools,  and  daycare  centers.  It  also  author- 
izes a  new  demonstration  program  for  innovative  older  American 
projects,  and  increases  stipend  amounts  for  low-income  foster 
grandparents  and  senior  companions  over  the  next  5  years  to  ac- 
count for  inflation. 

(1)  Retired  Senior  Volunteer  Program 

The  Retired  Senior  Volunteer  Program  (RSVP)  was  authorized  in 
1969  under  the  Older  Americans  Act.  In  1971,  the  program  was 
transferred  from  the  Administration  on  Aging  to  ACTION  and  in 
1973  the  program  was  incorporated  under  Title  II  of  the  Domestic 
Volunteer  Service  Act.  Pursuant  to  Public  Law  103-82,  RSVP  will 
now  be  a  part  of  the  new  Federal  Corporation  for  National  Service. 
RSVP  is  designed  to  provide  a  variety  of  volunteer  opportunities  for 
persons  60  years  and  older.  In  fiscal  year  1993,  423,500  volunteers 
served  in  746  projects.  Volunteers  serve  in  such  areas  as  youth 
counseling,  literacy  enhancement,  long-term  care,  refugee  assist- 
ance, drug  abuse  prevention,  consumer  education,  crime  preven- 
tion, and  housing  rehabilitation.  Current  RSVP  projects  emphasize 
prescription  drug  abuse,  education,  latchkey  children  in  after- 
school  library  programs,  and  respite  care  for  frail  elderly.  Program 
sponsors  include  State  and  local  governments,  universities  and  col- 
leges, community  organizations,  and  senior  service  groups. 

Each  project  is  locally  planned,  operated,  and  controlled.  Al- 
though volunteers  do  not  receive  hourly  stipends  as  under  the  Fos- 
ter Grandparent  and  Senior  Companion  Programs,  they  receive  re- 
imbursement for  out-of-pocket  expenses,  such  as  transportation 
costs. 

(2)  Foster  Grandparent  Program 

The  Foster  Grandparent  Program  (FGP)  originated  in  1965  as  a 
cooperative  effort  between  the  Office  of  Economic  Opportunity  and 
the  Administration  on  Aging.  It  was  authorized  under  the  Older 
Americans  Act  in  1969  and  2  years  later  transferred  from  the  Ad- 
ministration on  Aging  to  ACTION.  In  1973,  the  FGP  was  incor- 
porated under  Title  II  of  the  Domestic  Volunteer  Service  Act.  Pur- 
suant to  Public  Law  103-82,  FGP  will  now  be  a  part  of  the  new 
Federal  Corporation  for  National  Service. 

The  FGP  provides  part-time  volunteer  opportunities  for  primarily 
low-income  volunteers  aged  60  and  older.  These  volunteers  provide 
supportive  services  to  children  with  physical,  mental,  emotional,  or 
social  disabilities.  Foster  grandparents  are  placed  with  nonprofit 
sponsoring  agencies  such  as  schools,  hospitals,  day-care  centers, 
and  institutions  for  the  mentally  or  physically  disabled.  Volunteers 
serve  20  hours  a  week  and  provide  care  on  a  one-to-one  basis  to 
three  or  four  children.  A  foster  grandparent  may  continue  to  pro- 
vide services  to  a  mentally  retarded  person  over  21  years  of  age  as 
long  as  that  person  was  receiving  services  under  the  program  prior 
to  becoming  age  21. 
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The  FGP  was  originally  intended  for  low-income  volunteers  who 
receive  an  hourly  stipend.  The  Domestic  Volunteer  Service  Act  ex- 
empts stipends  from  taxation  and  from  being  treated  as  wages  or 
compensation.  Foster  grandparent  volunteers  must  have  an  income 
below  the  higher  of  125  percent  of  the  Department  of  Health  and 
Human  Services  poverty  guidelines  or  100  percent  of  those  guide- 
lines plus  the  amount  each  State  supplements  the  Federal  Supple- 
mental Security  Income  payment.  In  1992,  this  annual  income  level 
was  $6,810  for  an  individual  in  most  States,  and  $9,190  for  a  two- 
person  family. 

In  an  effort  to  expand  volunteer  opportunities  to  all  older  Ameri- 
cans, Congress  added  an  amendment  to  the  1986  Amendments 
(P.L.  99-551)  which  permitted  non-low-income  persons  to  become 
foster  grandparents.  The  non-low-income  volunteers  are  reim- 
bursed for  out-of-pocket  expenses  only. 

In  fiscal  year  1993,  approximately  23,400  volunteers  served  in 
262  projects.  Low-income  volunteers  receive  a  stipend  of  $2.50  an 
hour,  and  other  benefits. 

(3)  Senior  Companion  Program 

The  Senior  Companion  Program  (SCP)  was  authorized  in  1973  by 
Public  Law  93-113  and  incorporated  under  Title  II,  section  211(b) 
of  the  Domestic  Volunteer  Service  Act  of  1973.  The  OBRA  amended 
section  211  of  the  Act  to  create  a  separate  Part  C  containing  the 
authorization  for  the  Senior  Companion  Program.  Pursuant  to  the 
National  and  Community  Services  Trust  Act  of  1993  SCP  will  now 
be  a  part  of  the  new  Federal  Corporation  for  National  Service. 

This  program  is  designed  to  provide  part-time  volunteer  opportu- 
nities for  primarily  low-income  volunteers  aged  60  years  and  older. 
These  volunteers  provide  supportive  services  to  vulnerable,  frail 
older  persons  in  homes  or  institutions.  Like  the  FGP,  the  1986 
Amendments  (P.L.  99-551)  amended  SCP  to  permit  non-low-in- 
come volunteers  to  participate  without  a  stipend,  but  reimbursed 
for  out-of-pocket  expenses.  The  volunteers  help  homebound,  chron- 
ically disabled  older  persons  to  maintain  independent  living  ar- 
rangements in  their  own  residences.  Volunteers  also  provide  serv- 
ices to  institutionalized  older  persons  and  seniors  enrolled  in  com- 
munity health  care  programs.  Senior  companions  serve  20  hours  a 
week  and  receive  the  same  stipend  and  benefits  as  foster  grand- 
parents. To  participate  in  the  program,  low-income  volunteers  must 
meet  the  same  income  test  as  for  the  Foster  Grandparent  Program. 

In  fiscal  year  1993,  about  11,900  SCP  volunteers  served  in  143 
projects.  The  SCP  volunteers  receive  the  same  stipend  amount  and 
benefits  as  FGP  volunteers. 

(B)  VOLUNTEERS  IN  SERVICE  TO  AMERICA 

Volunteers  in  Service  to  America  (VISTA)  was  originally  author- 
ized in  1964,  conceived  as  a  domestic  peace  corps  for  volunteers  to 
serve  full-time  in  projects  to  reduce  poverty.  Today,  VISTA  still 
holds  this  mandate.  Volunteers  18  years  and  older  serve  in  commu- 
nity activities  to  reduce  or  eliminate  poverty  and  poverty-related 
problems.  Activities  include  assisting  persons  with  disabilities,  the 
homeless,  the  jobless,  the  hungry,  and  the  illiterate  or  functionally 
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illiterate.  Other  activities  include  addressing  problems  related  to 
alcohol  abuse  and  drug  abuse,  and  assisting  in  economic  develop- 
ment, remedial  education,  legal  and  employment  counseling,  and 
other  activities  that  help  communities  and  individuals  become  self- 
sufficient.  Volunteers  also  serve  on  Indian  reservations,  in  federally 
assisted  migrant  worker  programs,  and  in  federally  assisted  insti- 
tutions for  the  mentally  ill  and  mentally  retarded. 

Volunteers  are  expected  to  work  full-time  for  a  minimum  of  1 
year,  but  they  may  serve  for  up  to  5  years.  To  the  maximum  extent 
possible,  they  live  among  and  at  the  economic  level  of  the  people 
they  serve.  Volunteers  are  reimbursed  for  certain  travel  expenses 
and  receive  a  subsistence  allowance  for  food,  lodging,  and  inciden- 
tal expenses.  The  subsistence  allowance  may  not  be  less  than  95 
percent  of  the  poverty  line  for  the  area  in  which  the  volunteer  is 
serving.  They  also  receive  health  insurance  and  a  monthly  stipend 
of  $95  that  is  paid  in  a  lump  sum  at  the  end  of  their  service.  The 
1989  reauthorization  legislation  requires  that  at  least  20  percent  of 
the  volunteers  fall  into  each  of  two  age  categories:  (a)  persons  55 
years  and  older,  and  (b)  persons  18-27  years  old. 

Public  Law  103-82  makes  several  changes  to  the  VISTA  pro- 
gram. These  changes  include:  increasing  the  number  of  VISTA  vol- 
unteers; creating  a  new  VISTA  summer  associate  program;  increas- 
ing post-service  stipends;  and  restoring  the  practice  of  allowing 
VISTA  service  to  be  credited  toward  Federal  pensions.  In  addition, 
the  authority  under  the  Special  Volunteers  Program  will  be  broad- 
ened to  support  demonstration  programs,  provide  technical  assist- 
ance and  promote  entrepreneurial  activities.  Finally,  Public  Law 
103-82  eliminates  specific  authority  for  student  community  service 
and  drug  programs.  In  fiscal  year  1993,  the  program  supported  ap- 
proximately 2,928  volunteers  in  675  projects. 

2.  Issues 

In  recent  years,  there  has  been  a  strong  resurgence  of  interest 
in  the  role  that  volunteers  can  play  in  both  the  public  and  the  pri- 
vate nonprofit  community  service  delivery  system.  Volunteer  serv- 
ice has  been  a  traditional  means  by  which  individuals  and  organi- 
zations have  helped  to  meet  social  and  cultural  needs  in  society. 
Historically,  voluntarism  has  been  thought  of  as  a  commitment  of 
time  and  resources  to  institutions  and  organizations  such  as  hos- 
pitals, nursing  homes,  shelters  for  the  homeless  and  abused, 
schools,  churches,  and  other  social  service  agencies.  More  recently, 
volunteer  service  has  included  activities  for  grassroots  political  ad- 
vocacy and  community  improvement  programs.  In  many  commu- 
nities, the  need  to  address  the  problems  of  poverty  and  to  utilize 
the  skills  and  experiences  of  elderly  volunteers  continues.  Despite 
the  interest  among  volunteer  programs  to  utilize  elderly  volunteers, 
there  has  been  relatively  little  structured  evaluation  of  ways  to 
achieve  this  goal. 

In  the  Domestic  Volunteer  Service  Act  Amendments  of  1984  (P.L. 
98-288),  Congress  authorized  senior  companion  demonstration 
projects  to  explore  ways  in  which  the  Senior  Companion  Program 
could  serve  the  growing  population  of  frail  homebound  older  per- 
sons at  high  risk  of  institutionalization.  To  accomplish  this,  SCP 
was  authorized  to  recruit  unpaid  community  volunteers  to  train 
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senior  companions  and  to  use  senior  companion  volunteer  leaders 
(SCVLs)  to  assist  other  older  persons  in  need.  Grants  were  award- 
ed to  19  new  SCP  projects  and  17  new  components  of  existing  SCP 
projects  at  the  beginning  of  fiscal  year  1986. 

In  a  search  for  public  policy  to  meet  the  long-term  care  needs  of 
the  rapidly  increasing  older  population.  Congress  mandated  an 
evaluation  of  the  demonstration  projects,  identifying  five  issues: 

(1)  The  extent  to  which  the  costs  of  providing  long-term  care 
are  reduced  by  using  SCP  volunteer  companions,  who  receive 
modest  stipends,  to  assist  the  frail  elderly  living  at  home; 

(2)  The  effectiveness  of  long-term  care  services  provided  by 
volunteers; 

(3)  The  extent  to  which  the  health  care  needs  and  health-re- 
lated costs  of  the  volunteer  companions  are  affected  by  their 
participation  in  SCP; 

(4)  The  extent  of  SCP  project  coordination  with  other  Federal 
and  State  efforts  aimed  at  enabling  older  individuals  to  receive 
care  in  their  own  homes;  and 

(5)  The  effectiveness  of  using  Senior  Companion  Volunteer 
leaders  and  volunteer  trainers. 

The  evaluation  of  the  new  projects,  completed  in  1988,  points  out 
that  SCP  services  supplement  and  augment  long-term  care  services 
from  other  sources,  rather  than  replace  them.  Nevertheless,  the 
projects  proved  to  be  a  relatively  low-cost  means  of  providing  need- 
ed services  to  frail  older  persons  who  generally  could  not  afford  to 
purchase  them.  However,  cost  containment  is  not  the  only  rationale 
for  developing  long-term  care  policy.  Improving  the  quality  of  life 
and  well-being  of  the  elderly  are  also  major  long-term  care  goals. 

The  value  of  the  program  to  the  senior  companions  is  dem- 
onstrated by  the  economic  benefit  of  the  stipend  and  the  senior 
companions'  high  degree  of  social  integration  and  well-being.  Senior 
companions  generally  benefit  from  training  by  volunteers.  Pre-serv- 
ice  as  well  as  in-service  training  is  already  a  requirement  of  the 
Senior  Companion  Program.  It  is  unclear  whether  the  benefits  of 
utilizing  volunteer  trainers  differ  significantly  from  paid  staff  train- 
ers. 

The  position  of  Senior  Companion  Volunteer  Leaders  (SCVL)  was 
not  successfully  implemented  in  many  of  the  projects  due  to  a  con- 
cern among  project  staffs  that  the  position  created  a  hierarchy 
among  the  volunteers,  that  jeopardized  senior  companion  relation- 
ships. Senior  companions  were  generally  found  to  provide  informal 
support  services  for  each  other  regardless  of  the  presence  of 
SCVLs.  The  evaluation  also  found  that  the  most  significant  impedi- 
ment to  matching  companions  and  clients  in  the  projects,  urban  or 
rural,  was  the  lack  of  access  to  transportation,  another  issue  to  be 
addressed  in  implementing  long-term  care  policy. 

A  major  concern  for  successful  continuation  of  the  programs  is 
the  need  for  increased  funding  support  for  administration  of  the 
projects.  Due  to  administrative  restrictions,  past  cost-of-living  in- 
creases for  the  Senior  Volunteer  Corps  have  resulted  in  an  expan- 
sion of  volunteer  services  without  a  corresponding  increase  for  ad- 
ministrative costs.  Consequently,  for  over  10  years,  project  direc- 
tors have  been  faced  with  the  increasingly  difficult  task  of  super- 
vising a  greater  number  of  volunteers  without  additional  support. 
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Public  Law  103-82  states  that  18  percent  of  the  total  amount  ap- 
propriated for  ACTION  agency  programs  shall  be  appropriated  for 
administration. 

3.  Federal  Response 

Programs  contained  in  Public  Law  103-82  are  authorized 
through  fiscal  year  1996.  Of  amounts  appropriated  under  the  trust 
program,  one-third  will  go  to  the  States  based  on  State  population. 
The  remaining  two-thirds  will  be  allocated  on  a  competitive  basis — 
half  awarded  to  States  and  half  awarded  by  the  Corporation  to  var- 
ious entities.  (Federal  agencies  can  only  receive  30  percent  of  funds 
awarded  competitively  by  the  Corporation,  and  must  match  every 
dollar  awarded  with  a  dollar  of  matching  funds.)  Fifty  percent  of 
appropriated  funding  must  be  spent  on  programs  in  areas  of  eco- 
nomic distress  that  recruit  participants  from  their  own  areas. 

For  fiscal  year  1994,  Public  Law  103-82  authorizes  a  total  of 
$621.6  million  for  all  of  its  programs.  Of  this  amount,  $370  million 
is  authorized  for  the  new  Corporation  for  National  and  Community 
Service.  Funding  for  the  ACTION  agency  programs  is  part  of  the 
Departments  of  Labor,  Health  and  Human  Services,  and  related 
agencies  appropriations  bill  (P.L.  103-112). 

Fiscal  year  1994  authorization  levels  and  appropriations  for  the 
National  Senior  Volunteer  Corps  programs  are  as  follows:  VISTA 
(authorization — $56  million,  appropriation — $35.9  million);  RSVP 
(authorization — $45  million,  appropriation — $34.4  million);  FGP 
(authorization — $85  million,  appropriation — $66.1  million);  and 
SCP  (authorization — $40  million,  appropriation — $29.8  million). 
Fiscal  year  1994  appropriations  for  administration  for  the  ACTION 
programs  is  $31.8  million  (this  figure  includes  Inspector  General 
and  program  support). 

D.  TRANSPORTATION 

1.  Background 

Transportation  is  a  vital  connecting  link  between  home  and  com- 
munity. For  the  elderly  and  nonelderly  alike,  adequate  transpor- 
tation is  necessary  for  the  fulfillment  of  most  basic  needs — main- 
taining relations  with  friends  and  family,  commuting  to  work,  gro- 
cery shopping,  and  engaging  in  social  and  recreational  activities. 
Housing,  medical,  financial,  and  social  services  are  useful  only  to 
the  extent  that  transportation  can  make  them  accessible  to  those 
in  need. 

Transportation  serves  both  human  and  economic  needs.  It  can 
enrich  an  older  person's  life  by  expanding  opportunities  for  social 
interaction  and  community  involvement,  and  it  can  support  an  in- 
dividual's capacity  for  independent  living,  thus  reducing  or  elimi- 
nating the  need  for  institutional  care. 

Three  strategies  have  marked  the  Federal  Government's  role  in 
providing  transportation  services  to  the  elderly: 

(1)  Direct  provision  (funding  capital  and  operating  costs  for 
transit  systems); 

(2)  Reimbursement  for  transportation  costs;  and 

(3)  Fare  reduction. 
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In  fiscal  years  1981-89,  the  Reagan  Administration  proposed  to 
eliminate  or  substantially  reduce  Federal  operating  subsidies  to 
States  for  transportation  programs.  This  proposal  was  indicative  of 
the  trend  to  shift  fiscal  responsibility  for  transportation  programs 
to  the  States  and  of  a  general  retrenchment  on  the  part  of  the  Fed- 
eral Government  to  support  further  transportation  systems.  The 
Bush  Administration  continued  to  substantially  reduce  operating 
subsidies  in  its  annual  budgets. 

The  major  federally  sponsored  transportation  programs  that  pro- 
vide assistance  to  the  elderly  and  persons  with  disabilities  are  ad- 
ministered by  HHS  and  DOT.  Under  HHS,  a  number  of  programs 
provide  specialized  transportation  services  for  the  elderly,  including 
Title  III  of  the  Older  Americans  Act  (OAA),  the  Social  Services 
Block  Grant  Program  (SSBG),  the  Community  Services  Block 
Grant  Program  (CSBG)  and  Medicaid,  which  will  to  a  limited  ex- 
tent reimburse  elderly  poor  for  transportation  costs  to  medical  fa- 
cilities. Under  CSBG,  more  dollars  (approximately  32  percent)  have 
been  spent  on  so-called  linkages  with  other  programs — including 
transportation  for  the  elderly  and  persons  with  disabilities  to  sen- 
ior centers,  and  community  and  medical  services — than  on  any 
other  program  category. 

The  passage  of  the  OAA  of  1965  has  had  a  major  impact  on  the 
development  of  transportation  for  older  persons.  Under  Title  III  of 
the  Act,  States  are  required  to  spend  an  adequate  proportion  of 
their  Title  III— B  funds  on  three  categories:  access  services  (trans- 
portation and  other  supportive  services);  in-home,  and  legal  serv- 
ices. According  to  an  Administration  on  Aging  report,  in  fiscal  year 
1991,  1,067,480  persons  were  recipients  of  transportation  services 
under  the  OAA.  Approximately  10  percent  of  OAA  funds  are  used 
for  transportation  services.  However,  this  funding  level  does  not 
take  into  consideration  the  mix  of  State  and  local  resources  which 
also  fund  transportation  support  services.  Nonetheless,  these  levels 
of  participation  and  funding  indicate  the  demand  for  transportation 
services  by  the  elderly  at  the  local  level  and  the  extent  to  which 
this  network  of  supportive  services  provides  assistance  and  relief  to 
needy  elderly  nationwide. 

The  passage  of  the  1970  amendments  to  the  Urban  Mass  Transit 
Act  (UMTA)  of  1964  (P.L.  9S-453)  now  called  the  Federal  Transit 
Act,  which  added  Section  16,  marked  the  beginning  of  special  ef- 
forts to  plan,  design,  and  set  aside  funds  for  the  purpose  of  modify- 
ing transportation  facilities  to  improve  access  for  the  elderly  and 
people  with  disabilities.  Section  16  of  UMTA  declares  a  national 
policy  that  elderly  and  people  with  disabilities  have  the  same 
rights  as  other  persons  to  utilize  mass  transportation  facilities  and 
services.  Section  16  also  states  that  special  efforts  shall  be  made 
in  the  planning  and  design  of  mass  transportation  facilities  and 
services  to  assure  the  availability  of  mass  transportation  to  the  el- 
derly and  people  with  disabilities,  and  that  all  Federal  programs 
offering  assistance  in  the  field  of  mass  transportation  should  con- 
tain provisions  implementing  this  policy.  The  goal  of  Section  16 
programs  is  to  provide  assistance  in  meeting  the  transportation 
needs  of  elderly  and  people  with  disabilities  where  public  transpor- 
tation services  are  unavailable,  insufficient,  or  inappropriate.  It  is 
unfortunate  that  Section  16  has  never  been  fully  funded.  Funding 
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levels  have  primarily  supported  the  purchase  of  capital  equipment 
for  nonprofit  and  public  entities. 

Another  significant  initiative  was  the  enactment  of  the  National 
Mass  Transportation  Assistance  Act  of  1974  (P.L.  93-503)  which 
amended  UMTA  to  provide  block  grants  for  mass  transit  funding 
in  urban  and  nonurban  areas  nationwide.  Under  the  program, 
block  grant  money  can  be  used  for  capital  operating  purchases  at 
the  localities*  discretion.  The  Act  also  requires  transit  authorities 
to  reduce  fares  by  50  percent  for  the  elderly  and  persons  with  dis- 
abilities during  offpeak  hours. 

In  addition,  passage  of  the  Surface  Transportation  Assistance  Act 
(STAA)  of  1978  (P.L.  95— 549)  amended  UMTA  to  provide  Federal 
funding  under  Section  18  which  supports  public  transportation  pro- 
gram costs,  both  operating  and  capital,  for  nonurban  areas.  The  el- 
derly and  people  with  disabilities  in  rural  areas  benefit  signifi- 
cantly from  Section  18  projects  due  to  their  social  and  geographical 
isolation  and  thus  greater  need  for  transportation  assistance.  Sec- 
tion 18  has  received  annual  appropriations  of  approximately  $65  to 
$75  million  through  1991.  Section  18  appropriations  have  increased 
significantly  for  1992  through  1994,  averaging  $109  million  annu- 
ally. 

The  STAA  of  1982  (P.L.  97-424)  established  Section  9  in  its 
amendments  to  the  UMTA  Act.  Section  9  provides  assistance  to  the 
public  in  general,  but  two  of  its  provisions  are  especially  important 
to  the  elderly  and  persons  with  disabilities.  Section  9  continues  the 
requirement  that  recipients  of  Federal  mass  transit  assistance  offer 
half-fares  to  the  elderly  and  people  with  disabilities  during 
nonpeak  hours.  In  addition,  every  State  can  choose  to  transfer 
funds  from  Section  9  to  the  Section  18  program.  Each  year,  be- 
tween $10  million  and  $20  million  of  Section  9  funds  have  been 
transferred  to  the  Section  18  program. 

Through  fiscal  year  1994,  Congress  has  appropriated  approxi- 
mately $5  million  each  year  for  the  Rural  Transit  Assistance  Pro- 
gram (RTAP)  which  was  set  up  to  provide  training,  technical  as- 
sistance, research,  and  related  support  service  for  providers  of 
rural  public  transportation.  The  Federal  Transit  Administration  al- 
locates 85  percent  of  the  funds  to  the  States  to  be  used  to  develop 
State  rural  training  and  technical  assistance  programs.  By  the  end 
of  fiscal  year  1989,  all  States  had  approved  programs  underway. 
The  remaining  15  percent  of  the  annual  appropriation  supports  a 
national  program,  which  is  administered  by  a  consortium  led  by 
the  American  Public  Works  Association  and  directed  by  an  advisory 
board  made  up  of  local  providers  and  State  program  administra- 
tors. 

In  July  1990  the  Americans  With  Disabilities  Act  (ADA)  was  en- 
acted. The  ADA  is  a  piece  of  civil  rights  legislation  which  outlaws 
discrimination  against  people  with  disabilities  in  almost  all  aspects 
of  American  life.  The  ADA  does  not  create  any  new  programs  nor 
does  it  fund  any  services.  The  Act  has  two  sections  which  address 
transportation  issues  relevant  to  the  elderly.  Both  sections  stress 
that  people  with  disabilities  should  have  the  same  rights  and  op- 
tions as  the  general  nondisabled  public.  There  will  be  a  discussion 
of  the  implications  of  the  ADA's  implementation  on  the  elderly  in 
a  later  discussion  in  this  chapter. 
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The  programs  administered  by  HHS  have  proven  to  be  highly 
successful  in  providing  limited  supportive  transportation  services 
necessary  to  link  needy  elderly  and  persons  with  disabilities  to  so- 
cial services  in  urban,  rural,  and  suburban  areas.  The  DOT  pro- 
grams have  been  the  major  force  behind  mass  transit  construction 
nationwide  and  are  an  important  ingredient  in  providing  transpor- 
tation services  for  older  Americans.  Recognizing  the  overlapping  of 
funding  and  services  provided  by  the  two  departments  and  the 
need  for  increased  coordination,  HHS  and  DOT  established  an 
interdepartmental  Coordinating  Council  on  Human  Services  Trans- 
portation in  1986.  The  Council  is  charged  with  coordinating  related 
programs  at  the  Federal  level  and  promoting  coordination  at  the 
State  and  local  levels.  As  part  of  this  effort,  a  regional  demonstra- 
tion project  has  been  funded,  and  transportation  and  social  services 
programs  in  all  States  are  being  encouraged  to  develop  better 
mechanisms  for  working  together  to  meet  their  transportation 
needs. 

Despite  these  program  initiatives,  Federal  strategy  in  transpor- 
tation has  been  essentially  limited  to  providing  seed  money  for 
local  communities  to  design,  implement,  and  administer  transpor- 
tation systems  to  meet  their  individual  needs.  In  the  future,  the  in- 
creasing need  for  specialized  services  for  the  elderly  and  persons 
with  disabilities  will  dictate  the  range  of  services  available  and  the 
fiscal  responsibility  of  State  and  local  communities  to  finance  both 
large-scale  mass  transit  systems  and  smaller  neighborhood  shuttle 
services. 

With  the  reauthorization  of  the  STAA  (renamed  the  Intermodal 
Surface  Transportation  Efficiency  Act  of  1991,  ISTEA)  in  1991,  the 
importance  of  transportation  was  brought  to  the  forefront  of  con- 
gressional and  aging  advocates*  agendas.  ISTEA  created  the  Tran- 
sit Cooperative  Research  Program  (TCRP),  the  first  federally  fund- 
ed cooperative  research  program  exclusively  for  transit.  The  pro- 
gram is  governed  by  a  25-member  TCRP  Oversight  and  Project  Se- 
lection (TOPS)  committee  jointly  selected  by  the  Federal  Transit 
Administration,  the  Transportation  Research  Board  (TRB),  and  the 
American  Public  Transit  Association  (APTA).  To  date,  the  TOPS 
Committee  has  selected  32  issues  to  be  researched  among  which  in- 
clude ADA  transit  service  and  delivery  systems  for  rural  transit, 
and  demand  forecasting  for  rural  transit. 

The  ISTEA  reauthorization  made  changes  in  the  Federal  Transit 
Act's  Section  16  program  which  will  benefit  older  people.  Funds 
may  now  go  to  private,  nonprofit  organizations  or  to  public  bodies 
which  coordinate  services.  Additionally,  funds  can  continue  to  be 
used  for  capital  costs  or  for  capital  costs  of  contracting  for  services. 
Equally  important,  both  sections  16  and  18  have  been  amended  to 
allow  for  the  provision  of  home  delivered  meals  if  the  meal  delivery 
services  do  not  conflict  with  the  provision  of  transit  services  or  re- 
sult in  the  reduction  of  services  to  transit  passengers.  Moreover, 
both  sections  require  local  coordination  of  all  federally  funded  serv- 
ices including  transportation,  similar  to  language  in  the  reauthor- 
ized Older  Americans  Act. 

The  Omnibus  Transportation  Employee  Testing  Act  of  1991  gives 
the  Federal  Transit  Administration  (FTA)  the  statutory  authority 
to  impose  testing  as  a  condition  of  financial  assistance.  It  can  also 
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require  the  programs  providing  transportation  to  the  elderly  to  be 
covered  by  Federal  testing  requirements  even  if  they  do  not  receive 
transit  funding.  The  Act  requires  drug  testing  of  covered  employees 
such  as  drivers,  dispatchers,  maintenance  workers,  and  super- 
visors. Alcohol  tests  are  to  be  administered  prior  to,  during,  or  just 
after  the  employee  performs  out-of-service  safety-sensitive  func- 
tions. Post  accident  testing  is  also  required.  The  Act  requires  em- 
ployers to  report  their  data  annually  developing  a  national 
database  of  experience  with  drug  and  alcohol  testing. 

In  July  1991,  AARP  and  the  National  Association  of  Area  Agen- 
cies on  Aging  released  findings  of  a  survey  of  area  agencies  regard- 
ing transportation  services.  The  report  revealed  that  a  lack  of  fi- 
nancing compounded  by  the  high  cost  of  operating  transportation 
systems  is  the  largest  barrier  to  meeting  elderly  transportation 
needs.  Other  barriers  reported  included  high  service  provider  costs, 
lack  of  client  funds,  high  insurance  costs,  lack  of  client  awareness, 
and  area  agency  reporting  requirements. 

In  addition,  the  AOA  awarded  a  3-year  cooperative  agreement  to 
the  Community  Transportation  Association  of  America  to  establish 
a  National  Eldercare  Institute  on  Transportation.  This  initiative  is 
a  part  of  a  National  Eldercare  Campaign  initiated  by  AOA  to  help 
older  persons  maintain  their  independence  and  dignity.  The  Insti- 
tute serves  as  a  national  resource  institute  to  the  aging  community 
on  transportation  issues  and  resources.  It  also  serves  to  link  the  in- 
terests of  the  aging  community  with  those  of  the  community  trans- 
portation providers. 

HHS  also  funds  the  Community  Transportation  Assistance 
Project  (CTAP).  The  project  is  targeted  at  State  and  local  human 
service  agencies,  planning  entities  and  government  decisionmakers. 
The  project  goals  are:  To  help  improve  coordination  of  human  serv- 
ices transportation  and  public  transit  resources;  to  help  human 
service  transit  providers  meet  their  obligations  under  the  ADA;  to 
encourage  coordination  of  HHS  funded  transportation  with  other 
community  public  transit  services;  and  to  provide  a  coordinated 
program  of  information,  technical  assistance  and  training  to  human 
services  and  community  transportation  providers  and  planners. 

In  1992,  dominant  topics  in  public  transportation  were  accessibil- 
ity and  mobility.  At  the  6th  International  Conference  on  Mobility 
and  Transport  for  Elderly  and  Disabled  Persons  (June,  Lyon, 
France),  participants  agreed  that  mobility  for  the  elderly  and  dis- 
abled is  a  basic  civil  right.  The  challenge  remains  to  maximize 
scarce  public  resources  and  thereby  increase  the  overall  level  of 
transit  service. 

2.  Issues 

(a)  transportation  as  access  service 

Medicare's  Prospective  Payment  System  (PPS)  has  placed  in- 
creasing demands  on  transportation  services.  Under  PPS,  predeter- 
mined fixed  payment  rates  are  set  for  each  Medicare  hospital  inpa- 
tient administration,  based  on  the  diagnosis-related  group  (DRG) 
into  which  the  admission  falls.  This  fixed  payment  is  an  incentive 
for  hospitals  to  limit  costs  spent  on  Medicare  patients  either  by  re- 
ducing lengths  of  stay  or  the  intensity  of  care  provided.  As  a  result, 
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many  older  persons  are  being  released  from  the  hospital  earlier 
and  in  need  of  more  follow-up  care  than  before  the  introduction  of 
PPS.  One  State,  Kentucky,  characterizes  transportation  as  its  top 
priority.  This  State  conducted  a  survey  which  found  that  lack  of 
transportation  is  a  major  barrier  to  mental  health  and  social  sup- 
port services.  Of  those  who  had  difficulty  attending  social  activity 
programs,  52  percent  cited  the  lack  of  transportation  as  the  reason. 
This  barrier  results  in  less  socialization  and  less  satisfaction  with 
life  in  general.  It  is  anticipated  that  the  demand  for  transportation 
services  will  increase  as  our  population  ages. 

TABLE  1—  LATENT  DEMAND  FOR  TRANSPORTATION  SERVICES  OF  POPULATION  65  AND  OVER  IN 

2000 


Number  of 
nondnws 


Trips  per  capita  per 
year 


Total  annual  tnps 


Urban                                                     

1.734  4 

Activity  limitation: 

Unable  to  conduct  major  activity 

821.730 
986.592 

1  425  208  582 

Limited  in  major  activity           

1  711  145  388 

Limited  but  not  in  major  activity 

297  116 

515317  417 

Unlimited 

1.753.335 

3  040  984  073 

Suburban  

1.7344 

Activity  limitation: 

Unable  to  conduct  major  activity 

1.211.704 

1.454.805 

438  120 

2  101  578  756 

Limited  in  major  activity  

2  523  214  312 

Limited  but  not  in  major  activity 

759  874  935 

Unlimited 

2.585  426 

4  484  162  956 

Rural  

1.679  3 

Activity  limitation: 

Unable  to  conduct  major  activity 

1.058.500 

1 777  538  568 

Limited  in  major  activity 

1  270  864 

2  134  162  587 

Limited  but  not  in  major  activity 

382  725 

642  710  544 

Unlimited 

2.258.533 

3  792  754  649 

Total  number  of  tnps  taken  because  of  lack  of  transpor- 
tation   

24  908  652  616 

The  lack  of  adequate  transportation  to  social  activities,  the  gro- 
cery store,  and  the  doctor  can  have  serious  consequences  for  the 
well-being  and  independence  of  many  elderly.  It  also  may  set  back 
some  of  the  advancements  in  health  that  have  been  achieved 
through  better  access  to  services. 

In  addition,  requirements  under  the  ADA  may  create  some  po- 
tential difficulties  for  elderly  travelers.  Title  II  of  the  ADA  man- 
dates that  public  transit  systems  which  provide  fixed-route  services 
(i.e.,  transit  services  where  vehicles  run  on  regular,  predesignated 
routes  with  no  deviation)  must  furnish  both  accessible  fixed-route 
services  and  complementary  paratransit  service  for  persons  who 
cannot  use  fixed-route  transit.  Paratransit  services  accommodate 
any  passenger  unable  to  access  the  fixed-route  system  because  of 
a  physical,  mental,  or  sensory  disability.  This  section  of  the  ADA 
has  resulted  in  some  displacement  of  elderly  passengers  because 
not  all  elders  who  need  assistance  are  ADA-eligible  for  special  serv- 
ices. Age  alone  is  not  a  factor  in  determining  ADA  eligibility.  Thus, 
public  transit  operators  may  refuse  paratransit  services  to  elderly 
riders  in  order  to  have  the  funds  and  capacity  to  meet  their  many 
ADA  obligations.  On  the  other  hand,  the  reverse  may  also  occur  if 
providers  of  social  services  should  view  the  ADA's  mandates  for 
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public  paratransit  services  as  an  opportunity  to  withdraw  from  pro- 
viding transportation  to  their  clients  for  cost-savings. 

These  ADA  requirements  affect  both  current  and  future  users  of 
paratransit  services.  Studies  suggest  that  only  40  percent  of  all  el- 
derly may  have  disabilities  severe  enough  to  make  them  ADA  eligi- 
ble though  many  more  elderly  have  trouble  in  driving  or  walking. 
Recent  research  conducted  by  the  AARP,  suggests  that  on  average, 
10  to  25  percent  of  the  elderly  currently  using  public  paratransit 
services  are  not  ADA  eligible.  At  the  State  and  national  level,  the 
aging  network  must  help  generate  funds  which  will  permit  transit 
operators  to  meet  their  ADA  obligations  and  also  provide  services 
for  the  elderly  who  are  not  ADA  eligible. 

In  order  to  help  alleviate  these  potential  problems  advocates  for 
the  elderly  should  work  with  transit  operators  to  implement  travel 
training  programs  to  train  the  elderly  to  become  regular  public 
transit  riders.  Aging  advocates  can  also:  Develop  transit  services 
targeted  to  serve  the  origins  and  destinations  needed  by  the  elder- 
ly; evaluate  implementing  low  entry,  low  floor  buses;  and  work  to 
coordinate  social  service  agency  transportation  which  is  too  frag- 
mented and  disjoined  to  benefit  the  elderly;  and  work  with  the 
local  planning  entities  for  transit  and  aging  services  to  assure  that 
the  elderly's  interests  are  not  ignored  in  the  communitywide  plan- 
ning process.  Advocacy  for  community  transportation  should  be  a 
priority  at  the  local,  State,  and  national  level. 

(B)  RURAL  TRANSPORTATION  NEEDS 

Generally,  Federal  transportation  policy  has  not  recognized  the 
special  needs  of  rural  elderly.  Specific  recommendations  were  made 
during  the  1971  White  House  Conference  on  Aging  directed  at  im- 
proving transportation  for  the  rural  elderly.  A  mini-conference  on 
transportation  for  the  aging,  which  preceded  the  general  con- 
ference, recommended  that  State  transportation  agencies  play  a 
central  role  in  developing  responsible  rural  systems,  and  that  im- 
plementation of  such  systems  be  initiated  at  the  local  level.  The 
conference  also  recommended  greater  citizen  participation  at  the 
policymaking  level,  as  well  as  at  the  advisory  and  implementation 
levels  of  transportation  programs. 

Transportation  was  cited  as  one  of  the  major  barriers  facing  the 
rural  elderly  in  a  1984  report  published  by  the  Senate  Special 
Committee  on  Aging.  According  to  the  report,  an  estimated  7  mil- 
lion to  9  million  rural  elderly  lack  adequate  transportation,  and  as 
a  result,  are  severely  limited  in  their  ability  to  reach  needed  serv- 
ices. Lack  of  transportation  for  the  rural  elderly  stems  from  several 
factors.  First,  the  dispersion  of  rural  populations  over  relatively 
large  areas  complicates  the  design  of  a  cost-effective,  efficient  pub- 
lic transit  system.  Second,  the  incomes  of  the  rural  elderly  gen- 
erally are  insufficient  to  afford  the  high  fares  necessary  to  support 
a  rural  transit  system.  Third,  the  rising  cost  of  operating  vehicles 
and  inadequate  reimbursement  have  contributed  to  the  decline  in 
the  numbers  of  volunteers  willing  to  transport  the  rural  elderly. 
Fourth,  the  physical  design  and  services  features  of  public  trans- 
portation, such  as  high  steps,  narrow  seating,  and  unreliable  sched- 
uling, discourage  elders'  participation.  Fifth,  the  rural  transit  em- 
phasis on  general  public  access   and  employment  transportation 
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may  adversely  affect  the  elderly.  If  rural  transit  concentrates  on 
transporting  workers  to  jobs,  less  emphasis  may  be  placed  on  sen- 
ior transportation  to  nonessential  services.  Finally,  the  elderly  are 
being  displaced  in  some  areas  because  they  are  not  eligible  for 
services  under  the  ADA. 

Lack  of  access  to  transportation  in  rural  areas  leads  to  an  under- 
utilization  of  programs  specifically  designed  to  serve  older  persons 
such  as  adult  education,  congregate  meal  programs  and  health  pro- 
motion activities.  Thus,  the  problems  of  service  delivery  to  rural  el- 
derly are  essentially  problems  of  accessibility  rather  than  program 
design. 

In  August  1990,  the  Special  Committee  on  Aging  conducted  a 
field  hearing  in  Little  Rock,  AR.  The  hearing,  chaired  by  Senator 
Pryor,  addressed  a  number  of  long-term  care  issues,  including  the 
transportation  programs  under  Title  III  of  the  Older  Americans 
Act.  The  hearing  further  highlighted  the  need  for  senior  transpor- 
tation services,  particularly  in  rural  communities. 

(C)  SUBURBAN  TRANSPORTATION  NEEDS 

The  graying  of  the  suburbs  is  a  phenomenon  that  has  only  re- 
cently received  attention  from  policymakers  in  the  aging  field. 
Since  their  growth  following  World  War  II,  it  has  been  assumed 
that  the  suburbs  consisted  mainly  of  young,  upwardly  mobile  fami- 
lies. The  decades  that  have  since  elapsed  have  changed  entirely  the 
profile  of  the  average  American  suburb,  resulting  in  profound  im- 
plications for  social  service  design  and  delivery.  In  1980,  for  the 
first  time,  a  greater  number  of  persons  over  age  65  lived  in  the 
suburbs  (10.1  million)  than  in  central  cities  (8.1  million). 

This  aging  of  suburbia  can  be  attributed  to  two  major  factors. 
First,  migration  has  contributed  to  the  growth  of  the  older  subur- 
ban population.  It  is  estimated  that  for  every  person  age  65  and 
older  who  moves  back  to  the  central  city,  three  move  from  the 
central  city  to  the  suburbs.  Second,  many  older  persons  desire  to 
remain  in  the  homes  and  neighborhoods  in  which  they  have  grown 
old,  i.e.,  "aging  in  place."  The  growth  of  the  suburban  elderly  popu- 
lation is  expected  to  continue  to  increase  at  an  even  more  rapid 
rate  in  the  future  due  to  the  large  number  of  so-called  pre-elderly 
(ages  50-64)  living  in  the  suburbs. 

A  1988  national  studv  of  260  metropolitan  statistical  areas  con- 
ducted by  the  U.S.  Conference  of  Mayors  (USCM)  and  the  National 
Association  of  Counties  (NAOC)  identified  three  priority  concerns  of 
the  suburban  elderly:  home  and  community-based  care,  housing, 
and  transportation.  The  availability  of  transportation  services  for 
the  elderly  suburban  dweller  is  limited.  Unlike  large  cities  where 
dense  population  patterns  can  facilitate  central  transit  systems,  the 
lack  of  a  central  downtown  precludes  development  of  a  coordinated 
mass  transit  system  in  most  suburbs.  The  sprawling  geographical 
nature  of  suburbs  makes  the  cost  of  developing  and  operating  mass 
transportation  systems  prohibitive.  Private  taxi  companies,  if  they 
operate  in  the  outlying  suburban  areas  at  all,  are  usually  very  ex- 
pensive. Further,  the  trend  toward  retrenchment  and  fiscal  re- 
straint by  the  Federal  Government  has  impacted  significantly  on 
the  development  of  transportation  services.  Consequently,  Federal 
support  for  private  transit  systems  designed  especially  for  the  el- 
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derly  suburban  dweller  is  almost  nonexistent.  State  and  local  gov- 
ernments have  been  unable  to  harness  sufficient  resources  to  fund 
costly  transportation  systems  independent  of  Federal  support.  Al- 
ternative revenue  sources,  such  as  user  fees,  are  insufficient  alone 
to  support  suburbanwide  services,  and  are  generally  viewed  as  pe- 
nalizing those  most  in  need  of  transportation  services  in  the  com- 
munity— the  elderly  poor. 

The  aging  of  the  suburbs  has  several  implications  for  transpor- 
tation policy  and  the  elderly.  The  dispersion  of  older  persons  over 
a  suburban  landscape  poses  a  challenge  for  community  planners 
who  have  specialized  in  providing  services  to  younger,  more  mobile 
dwellers.  Transportation  to  and  from  services  and/or  service  provid- 
ers is  a  critical  need.  Community  programs  that  serve  the  needs  of 
elderly  persons,  such  as  hospitals,  senior  centers,  and  convenience 
stores,  must  be  designed  with  supportive  transportation  services  in 
mind.  In  addition,  service  providers  must  assist  in  coordinating 
transportation  services  for  their  elderly  clients.  Primary  transpor- 
tation systems,  or  mass  transit,  must  ensure  accessibility  from  all 
perimeters  of  the  suburban  community  to  adequately  serve  the  dis- 
persed elderly  population.  All  too  often,  public  transit  serves  com- 
muters' needs  primarily.  If  accessibility  for  the  entire  community 
is  not  possible,  then  service  route  models  should  be  considered. 
Service  routes  are  deviated  fixed-routes  that  provide  transportation 
between  the  constituents'  homes  and  the  services  that  they  need  to 
access  to  maintain  their  independence. 

The  demand  for  transportation  services  should  be  measured  to 
determine  the  feasibility  of  alternative  systems,  such  as  dial-a-ride 
and  van  pools.  Alternative  funding  mechanisms,  such  as  reduced 
fares,  user  fees,  and  the  local  tax  base,  need  to  be  examined  for  eq- 
uity and  viability.  Also,  the  public  should  be  informed  of  the  trans- 
portation services  available  through  a  coordinated  public  informa- 
tion network  within  the  community. 

The  aging  suburb  trend  will  increase  in  the  decades  to  come.  It 
is  clear  that  to  the  extent  that  the  elderly  are  denied  access  to 
transportation,  they  are  denied  access  to  social  services.  If  commu- 
nity services  are  to  meet  the  growing  social  and  economic  needs  for 
the  older  suburban  dweller,  transportation  planning  and  priorities 
will  demand  re-examination. 

(D)  SAFETY 

The  automobile  remains  the  primary  means  of  transportation  for 
the  entire  country,  including  older  persons.  More  than  80  percent 
of  trips  by  persons  age  65  and  over  are  made  in  automobiles  and 
that  percentage  is  increasing. 

A  1988  study  by  the  Transportation  Research  Board  (TRB)  on 
the  mobility  and  safety  of  older  drivers  found  that  up  through  age 
75,  most  older  drivers  have  good  driving  records  and  appear  to  per- 
form as  well  as  middle-aged  drivers.  However,  although  they  are 
involved  in  a  small  number  of  crashes,  after  age  75,  older  drivers 
are  about  twice  as  likely  to  be  involved  in  a  crash  per  mile  driven. 
In  addition,  older  persons  are  among  the  most  vulnerable  to  injury 
in  motor  vehicle  crashes.  Automobile  occupants  age  65  and  older 
are  more  than  three  times  as  likely  to  die  than  a  20-year-old  occu- 
pant from  serious  injuries  of  equal  severity.  The  study  emphasizes 
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that  because  it  is  not  a  predictor  of  performance,  age  alone  should 
not  be  the  basis  for  restricting  or  withholding  driver's  licenses. 

The  TRB  report  does  recommend  changes  in  roadway  design  and 
operation  to  improve  the  safety  of  not  only  older,  but  all  drivers. 
For  example,  current  sign  legibility  standards  assume  a  level  of 
visual  ability  that  many  older  persons  cannot  meet.  Safety  could  be 
enhanced  by  larger  and  brighter  road  signs.  In  addition,  vehicles 
could  be  made  safer  to  offer  better  crash  protection  and  the  elderly 
should  be  made  aware  of  the  current  safety  features  which  are 
available  such  as  anti-locking  braking  systems,  airbags,  and  larger 
mirrors. 

More  recently,  the  National  Institute  on  Aging  reported  that  the 
accident  rate  for  older  drivers  fell  during  the  1980's.  Automobile 
deaths,  however,  have  increased  significantly  suggesting  that  older 
drivers  may  be  particularly  vulnerable  when  crashes  do  occur. 

With  the  increasing  number  of  older  drivers  on  the  roads,  several 
States  are  examining  ways  to  improve  the  automobile  traffic  sys- 
tem. In  1990,  the  California  Department  of  Motor  Vehicles  (DMV) 
began  planning  for  new  night  and  peripheral  vision  tests,  video 
simulation  exercises  and  longer,  more  complex  written  examina- 
tions. Although  couched  as  the  State's  effort  to  assure  competence 
of  all  drivers,  and  not  just  the  elderly,  aging  advocates  carefully 
monitored  the  proposed  changes  for  signs  of  illegal  age  discrimina- 
tion. 

In  order  to  increase  the  safety  of  older  drivers,  the  103d  Con- 
gress introduced  The  High  Risk  Drivers  Act  of  1993  (S.  738).  This 
bill  directs  the  Secretary  of  Transportation  to  develop  and  imple- 
ment effective  and  comprehensive  policies  and  programs  to  promote 
safe  driving  behavior  by  younger  drivers,  older  drivers,  and  repeat 
violators  of  traffic  safety  regulations  and  laws,  including  specified 
safety  promotion  and  driver  training  research  activities.  Title  II  of 
the  bill  is  entitled  Older  Driver  Programs  and  directs  the  Secretary 
to  engage  in  specified  activities  regarding:  (1)  research  on  predict- 
ability of  high  risk  driving  by  older  drivers;  (2)  specialized  training 
for  license  examiners;  (3)  counseling  procedures  and  consultation 
methods;  (4)  alternative  transportation  means;  (5)  State  licensing 
practices;  (6)  improvement  of  medical  screenings;  (7)  intelligent  ve- 
hicle-highway systems;  and  (8)  technical  evaluations  under  the 
Intermodal  Surface  Transportation  Efficiency  Act  of  1991.  It  also 
authorizes  appropriations.  This  bill  was  passed  by  the  Senate  and 
is  currently  being  considered  by  the  House. 

Walking  is  second  in  importance  to  driving  as  a  mode  of  trans- 
portation for  older  persons  who  are  able  and  live  in  safe  commu- 
nities. For  those  older  persons  without  driver  licenses,  between  20 
and  40  percent  of  all  their  trips  are  made  by  walking.  Yet  many 
suburban  environments  do  not  provide  for  safe  walking— pedes- 
trian crossings  are  frequently  not  available  and  signals  are  often 
set  to  maintain  a  high  volume  of  auto  traffic.  In  addition,  signal 
timing  assumes  a  walking  speed  faster  than  that  of  many  older  pe- 
destrians. 
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3.  Federal  and  State  Response 
(a)  federal 

In  1990,  there  were  significant  developments  in  transportation 
programs  affecting  the  elderly  and  disabled.  The  passage  of  the 
ADA  placed  additional  responsibilities  on  Section  18  agencies,  both 
private,  nonprofit,  and  public.  These  agencies  are  now  required  to 
accommodate  the  needs  of  the  disabled.  In  addition,  the  regulation 
includes  private  for-profit  companies  under  contract  from  a  public 
body  to  provide  Section  18  services.  Under  the  final  rule  published, 
however,  most  transit  providers  will  be  exempt  from  the  para- 
transit  requirement  unless  they  are  providing  public,  fixed-route 
transit  services. 

The  102nd  Congress  also  enacted  a  number  of  significant  initia- 
tives pertaining  to  senior  transportation.  The  reauthorization  of  the 
Surface  Transportation  Act  through  1997  (H.R.  2950,  P.L.  102-240) 
provided  a  number  of  important  changes  for  the  elderly  and  dis- 
abled. The  law,  which  renames  UMTA  the  Federal  Transit  Admin- 
istration, includes  a  substantial  increase  in  funding  for  programs 
benefiting  elderly  and  disabled  persons.  Specifically,  the  new  law 
authorizes  the  Section  16  programs  at  $55  million  for  fiscal  year 
1992;  $70.1  million  for  fiscal  year  1993;  $68.7  million  for  each  of 
the  fiscal  years  from  1994  through  1996;  and  $97.2  million  for  fis- 
cal year  1997.  For  Section  18,  the  bill  authorizes  $106.1  million  for 
fiscal  year  1992;  $151.5  million  for  fiscal  year  1993;  $153.8  million 
for  each  of  the  fiscal  years  from  1994  through  1996;  and  $217.7 
million  for  fiscal  year  1997.  For  the  Rural  Transit  Assistance  Pro- 
gram, the  bill  authorizes  $5  million  for  fiscal  year  1992;  $7.9  mil- 
lion for  fiscal  year  1993:  $7.7  million  for  each  of  the  fiscal  years 
1994  through  1996;  and  $10.9  million  for  fiscal  year  1997. 

Key  provisions  of  Public  Law  102-240  included:  (1)  Allowing 
paratransit  agencies  to  apply  for  Section  3  capital  funding  for 
transportation  projects  that  specifically  address  the  needs  of  elderly 
and  disabled  persons;  (2)  establishing  a  rural  transit  setaside  of  5.5 
percent  of  Section  3  funds  allocated  for  replacement,  rehabilitation, 
purchase  of  buses  and  related  equipment,  and  the  construction  of 
business  related  facilities;  and  (3)  allowing  transit  service  providers 
receiving  assistance  under  Section  16(b)  or  Section  18  to  use  vehi- 
cles— under  certain  restrictions — for  meal  delivery  service  for 
homebound  persons. 

The  Older  Americans  Act  1992  amendments  (H.R.  2967,  P.L. 
102-375)  also  propose  changes  dealing  with  transportation  serv- 
ices. The  reauthorization  required  area  plans  under  Title  III  to 
identify  the  needs  and  describe  methods  to  be  used  to  coordinate 
planning  and  delivery  of  transportation  services.  It  also  required 
State  plans  to  assure  that  the  State  will  coordinate  public  services 
within  the  State  to  assist  older  individuals  to  obtain  transportation 
services.  In  addition,  Public  Law  102-375  included  provisions  initi- 
ated by  Chairman  Pryor,  which  would:  (1)  Provide  grants  to  States 
for  developing  comprehensive  and  coordinated  senior  transpor- 
tation systems;  and  (2)  provide  grants  to  area  agencies  on  aging  for 
leveraging  additional  resources  to  deliver  transportation  services 
and  coordinating  the  resources  available  for  such  services. 
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In  September  1993,  the  AOA  funded  grants  for  five  demonstra- 
tion projects  on  senior  transportation.  All  of  these  programs  have 
a  project  period  of  2  years.  Three  of  the  projects  have  to  do  with 
improving  rural  transportation  services  and  two  of  the  projects  are 
concerned  with  coordination  of  services. 

The  transportation  appropriations  bill  for  fiscal  year  1994  (P.L. 
103-122)  provided  the  Federal  Transit  Administration  with  its 
highest  funding  level  since  1985  for  the  transit  system  as  a  whole 
and  for  Section  16(bX2)  and  18.  For  fiscal  year  1994,  the  appropria- 
tion for  Sections  16(bX2)  is  $58.7  million  and  the  appropriation  for 
Section  18  is  $129.6  million.  Both  of  these  appropriation  levels 
show  a  substantial  increase  over  the  1993  funding  level  for  Sec- 
tions 16(bX2)  and  18.  The  103rd  Congress  is  also  considering  S.  738 
discussed  above. 


(B)  STATES 

As  an  indication  of  concern  about  transportation  issues,  the 
Council  of  State  Governments  created  the  Center  for  Transpor- 
tation in  1986  to  function  as  a  State  policy  research  think-tank.  A 
survey  by  the  Center  reveals  that  at  least  40  States  have  re- 
sponded to  the  issue  of  coordination  of  locally  designed  services  by 
creating  either  voluntary  or  legislatively  mandated  interagency  co- 
ordination committees.  In  addition,  9  States  impose  mandatory  co- 
ordination on  local  providers.  It  is  hoped  that  provisions  in  Public 
Law  102-375  initiated  by  Senator  Pryor  are  assisting  State  and 
local  efforts  toward  coordination  of  services. 

Montana,  for  example,  has  developed  a  coordinated  interagency 
approach  for  purchasing  vehicles.  As  the  lead  agency,  the  Depart- 
ment of  Commerce  works  to  ensure  that  vehicles  are  shared  by 
those  agencies  that  need  them  at  the  local  level.  Local  technical  ad- 
visory committees  also  review  and  recommend  transportation  pro- 
viders and  purchasers  of  services  in  the  community,  including  the 
area  agencies  on  aging.  In  Florida,  the  Coordinating  Council  for  the 
Transportation  Disadvantaged  oversees  and  develops  transpor- 
tation policy  affecting  about  4  million  elderly,  low-income  and  dis- 
abled residents  who  need  transportation  assistance.  Approximately 
$41  million  is  being  spent  for  these  services  in  all  of  Florida's  67 
counties.  Each  county  has  designated  a  single  provider  to  coordi- 
nate these  services. 

More  recently,  Kansas  passed  the  Kansas  Coordinated  Transit 
Act  to  organize  the  State's  numerous  agencies,  reducing  duplicative 
service  and  maximizing  vehicle  usage. 

E.  LEGAL  SERVICES 

1.  Background 

(a)  the  legal  services  corporation 

Legislation  establishing  the  Legal  Services  Corporation  (LSC) 
was  enacted  in  1974.  Previously,  legal  services  had  been  a  program 
of  the  Office  of  Economic  Opportunity,  added  to  the  Economic  Op- 
portunity Act  in  1966.  Because  litigation  initiated  by  legal  services 
attorneys  often  involves  local  and  State  governments  or  controver- 
sial social  issues,  legal  services  programs  can  be  subject  to  unusu- 
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ally  strong  political  pressures.  In  1971,  in  an  effort  to  insulate  the 
program  from  those  political  pressures,  the  Nixon  Administration 
developed  legislation  creating  a  separate,  independently  housed 
corporation.  The  LSC  was  then  established  as  a  private,  nonprofit 
corporation  headed  by  an  11  member  board  of  directors,  nominated 
by  the  President  and  confirmed  by  the  Senate.  No  more  than  6  of 
the  11  board  members,  as  directed  in  the  Corporation's  incorporat- 
ing legislation,  may  be  members  of  the  same  political  party  as  the 
President. 

The  Corporation  does  not  provide  legal  services  directly.  Rather, 
it  funds  local  legal  aid  programs  which  are  referred  to  by  LSC  as 
"grantees."  Each  local  legal  service  program  is  headed  by  a  board 
of  directors,  of  whom  60  percent  are  lawyers  admitted  to  a  State 
bar.  LSC  annually  awards  grants  to  323  legal  services  programs  in 
each  of  the  50  States,  the  District  of  Columbia,  the  Virgin  Islands, 
Puerto  Rico,  Micronesia,  and  Guam. 

Legal  services  provided  through  Corporation  funds  are  available 
only  in  civil  matters  and  to  individuals  with  incomes  less  than  125 
percent  of  the  Office  of  Management  and  Budget  poverty  line.  The 
Corporation  places  primary  emphasis  on  the  provision  of  routine 
legal  services  and  the  majority  of  LSC-funded  activities  involve 
routine  legal  problems  of  low-income  people.  Legal  services  cases 
deal  with  a  variety  of  issues  including:  family  related  issues  (di- 
vorce, separation,  child  custody,  support,  and  adoption);  housing  is- 
sues (primarily  landlord-tenant  disputes  in  nongovernment  sub- 
sidized housing);  welfare  or  other  income  maintenance  program  is- 
sues; consumer  and  finance  issues;  and  individual  rights  (employ- 
ment, health,  juvenile,  and  education).  Most  cases  are  resolved  out- 
side the  courtroom.  The  majority  of  issues  involving  the  elderly 
concern  government  benefit  programs  such  as  Social  Security  and 
Medicare. 

The  Corporation  funds  23  national  and  State  support  centers, 
which  provide  specialized  expertise  in  various  aspects  of  poverty 
law.  Three  of  these  centers  are  specifically  involved  in  issues  that 
confront  older  people — the  National  Senior  Citizens  Law  Centers, 
in  Los  Angeles  and  Washington,  D.C.;  Legal  Counsel  for  the  Elder- 
ly, in  Washington,  D.C.;  and  Legal  Services  for  New  York  City 
(branch  office  of  Legal  Services  for  the  Elderly).  LSC  also  provides 
funding  for  law  school  clinics.  For  the  academic  year  1992-93,  LSC 
awarded  $1,228,850  to  a  total  of  22  law  school  clinics,  two  of  which 
deal  primarily  with  legal  issues  affecting  the  elderly.  For  the  aca- 
demic year  1993-94,  LSC  awarded  $1,253,000  to  a  total  of  17  law 
school  clinics.  One  of  the  clinics  noted  elderly  issues  as  a  particular 
area  of  service. 

Several  restrictions  on  the  types  of  cases  legal  services  attorneys 
may  handle  were  included  in  the  original  law  and  several  other  re- 
strictions have  since  been  added  in  appropriations  measures.  These 
include,  among  others,  limitations  on  lobbying,  class  actions,  politi- 
cal activities,  and  prohibitions  on  the  use  of  Corporation  funds  to 
provide  legal  assistance  in  proceedings  that  seek  nontherapeutic 
abortions  or  that  relate  to  school  desegregation.  In  addition,  if  a  re- 
cipient of  Corporation  funds  also  receives  funds  from  private 
sources,  the  latter  funds  may  not  be  expended  for  any  purpose  pro- 
hibited by  the  Act.  Funds  received  from  public  sources,  however, 
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may  be  spent  "in  accordance  with  the  purposes  for  which  they  are 
provided. 

The  appropriations  statute  for  fiscal  year  1994  (P.L.  103-121) 
provided  that  "none  of  the  funds  appropriated  by  this  Act  for  the 
Legal  Services  Corporation  shall  be  expended  for  any  purpose  pro- 
hibited or  limited  by  or  contrary  to  any  of  the  provisions  of  *  *  *" 
the  appropriations  statute  for  fiscal  year  1991  (P.L.  101-515).  Pub- 
lic Law  101-515  prohibited  the  use  of  Federal  funds  "to  participate 
in  any  litigation  with  respect  to  abortion."  It  also  limited  the  use 
of  Federal  funds  for  class  actions,  lobbying,  representing  illegal 
aliens,  and  other  matters.  However,  limitations  on  the  actions  of 
the  LSC  board  of  directors  which  were  contained  in  Public  Law 
101-515,  have  been  eliminated  in  Public  Law  103-121. 

For  fiscal  year  1993,  Congress  appropriated  $357  million,  to  LSC. 
The  offices  of  the  regularly  funded  LSC  grantees  are  staffed  by 
over  6,798  qualified  advocates.  During  calendar  year  1992,  these 
legal  services  advocates  closed  approximately  1.4  million  cases;  ap- 
proximately 12  percent  of  these  cases  involved  service  provision  to 
clients  over  age  60. 

(B)  OLDER  AMERICANS  ACT 

Support  for  legal  services  under  the  Older  Americans  Act  (OAA) 
was  a  subject  of  interest  to  both  the  Congress  and  the  Administra- 
tion on  Aging  (AOA)  for  several  years  preceding  the  1973  amend- 
ments to  the  OAA.  There  was  no  specific  reference  to  legal  services 
in  the  initial  version  of  the  OAA  in  1965,  but  recommendations 
concerning  legal  services  were  made  at  the  1971  White  House  Con- 
ference on  Aging.  Regulations  promulgated  by  the  AOA  in  1973 
made  legal  services  eligible  for  funding  under  Title  III  of  the  OAA. 
Subsequent  reauthorizations  of  the  OAA  contained  provisions  relat- 
ing to  legal  services.  In  1975,  amendments  granted  legal  services 
priority  status.  The  1978  Amendments  to  the  OAA  established  a 
funding  mechanism  and  a  program  structure  for  legal  services.  The 
1981  amendment  required  that  area  agencies  on  aging  spend  "an 
adequate  proportion"  of  social  service  funding  for  three  categories, 
including  legal  services,  as  well  as  access  and  in-home  services,  and 
that  "some  funds"  be  expended  for  each  service.  The  1984  amend- 
ments to  the  Act  retained  the  priority,  but  changed  the  term  to 
"legal  assistance",  and  required  that  an  "adequate  proportion"  be 
spent  on  "each"  priority  service.  In  addition,  area  agencies  were  to 
annually  document  funds  expended  for  this  assistance.  The  1987 
amendments  specified  that  each  State  unit  on  aging  must  des- 
ignate a  "minimum  percentage"  of  Title  III  social  services  funds 
that  area  agencies  on  aging  must  devote  to  legal  assistance  and  the 
other  two  priority  services.  If  an  area  agency  expends  at  least  the 
minimum  percentage  set  by  the  State,  it  will  fulfill  the  adequate 
proportion  requirement.  Congress  intended  the  minimum  percent- 
age to  be  a  floor,  not  a  ceiling,  and  has  encouraged  area  agencies 
to  devote  additional  funds  to  each  of  these  service  areas  to  meet 
local  needs. 

The  1992  amendments  modified  the  structure  of  the  Title  III  pro- 
gram through  a  series  of  changes  designed  to  promote  services  that 
protect  the  rights,  autonomy,  and  independence  of  older  persons. 
One  of  these  changes  was  the  shifting  of  some  of  the  separate  Title 
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III  service  components  to  a  newly  authorized  Title  VII,  Vulnerable 
Elder  Rights  Protection  Activities.  State  legal  assistance  develop- 
ment services  was  one  of  the  programs  shifted  from  Title  III  to 
Title  VII. 

In  order  to  be  eligible  for  Title  VII  elder  rights  and  legal  assist- 
ance development  funds,  State  agencies  must  establish  a  program 
that  provides  leadership  for  improving  the  quality  and  quantity  of 
legal  and  advocacy  assistance  as  part  of  a  comprehensive  elder 
rights  system.  State  agencies  are  required  to  provide  assistance  to 
area  agencies  on  aging  and  other  entities  in  the  State  that  assist 
older  persons  in  understanding  their  rights  and  benefiting  from 
services  available  to  them.  Among  other  things,  State  agencies  are 
required  to  establish  a  focal  point  for  elder  rights  policy  review, 
analysis,  and  advocacy;  develop  statewide  standards  for  legal  serv- 
ice delivery,  provide  technical  assistance  to  AAAs  and  other  legal 
service  providers,  provide  education  and  training  of  guardians  and 
representative  payees;  and  promote  pro  bono  programs.  State  agen- 
cies are  also  required  to  establish  a  position  for  a  State  legal  assist- 
ance developer  who  will  provide  leadership  and  coordinate  legal  as- 
sistance activities  within  the  State. 

The  OAA  also  requires  area  agencies  to  contract  with  legal  serv- 
ices providers  experienced  in  delivering  legal  assistance  and  to  in- 
volve the  private  bar  in  their  efforts.  If  the  legal  assistance  grant 
recipient  is  not  a  LSC  grantee,  coordination  with  LSC-funded  pro- 
grams is  required. 

Another  mandate  under  the  OAA  requires  State  agencies  on 
aging  to  establish  and  operate  a  long-term  care  ombudsman  pro- 
gram to  investigate  and  resolve  complaints  made  by,  or  on  behalf 
of,  residents  of  long-term  care  facilities.  The  1981  amendment  to 
the  OAA  expanded  the  scope  of  the  ombudsman  program  to  include 
board  and  care  facilities.  The  OAA  requires  State  agencies  to  as- 
sure that  ombudsmen  will  have  adequate  legal  counsel  in  the  im- 
plementation of  the  program  and  that  legal  representation  will  be 
provided.  In  many  States  and  localities,  there  is  a  close  and  mutu- 
ally supportive  relationship  between  State  and  local  ombudsman 
programs  and  legal  services  programs. 

The  AOA  has  stressed  the  importance  of  such  a  relationship  and 
has  provided  grants  to  States  designed  to  further  ombudsman, 
legal,  and  protective  services  activities  for  older  people  and  to  as- 
sure coordination  of  these  activities.  State  ombudsman  reports  and 
a  survey  by  the  AARP  conducted  in  1987  indicate  that  through 
both  formal  and  informal  agreements,  legal  services  attorneys  and 
paralegals  help  ombudsmen  secure  access  to  the  records  of  resi- 
dents and  facilities,  provide  consultation  to  ombudsmen  on  law  and 
regulations  affecting  institutionalized  persons,  represent  clients  re- 
ferred by  ombudsman  programs,  and  work  with  ombudsmen  and 
others  to  change  policies,  laws,  and  regulations  that  benefit  older 
persons  in  institutions. 

In  other  initiatives  under  the  OAA,  the  AOA  began  in  1976  to 
fund  State  legal  services  developer  positions — attorneys,  paralegals, 
or  lay  advocates — through  each  State  unit  on  aging.  These  special- 
ists work  in  each  State  to  identify  interested  participants,  locate 
funding,  initiate  training  programs,  and  assist  in  designing 
projects.  They  work  with  legal  services  offices,  bar  associations,  pri- 
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vate  attorneys,  paralegals,  elderly  organizations,  law  firms,  attor- 
neys general,  and  law  schools. 

In  addition,  the  1984  amendments  also  mandated  that  AOA  fund 
national  legal  support  centers.  In  fiscal  year  1992,  AOA  awarded 
funds  for  legal  services  to  support  the  following  organizations:  the 
National  Senior  Citizens  Law  Center;  Legal  Counsel  for  the  Elderly 
(sponsored  by  the  AARP);  the  ABA's  Commission  on  Legal  Prob- 
lems of  the  Elderly;  the  Center  for  Social  Gerontology;  the  Pension 
Rights  Center;  the  National  Clearinghouse  for  Legal  Services,  Inc.; 
the  Mental  Health  Law  Project;  and  the  National  Consumer  Law 
Center.  These  projects  received  continuation  awards  in  1993.  Con- 
tinuation funding  was  also  awarded  to  three  demonstrations  of 
statewide  legal  hotlines.  Another  demonstration  grant,  to  deter- 
mine the  efficacy  of  background  checks  on  potential  Social  Security 
representative  payees,  was  active  throughout  the  year. 

Today,  OAA  funds  support  over  600  legal  programs  for  the  elder- 
ly in  greatest  social  and  economic  need.  The  1987  amendments  to 
OAA  required  that  beginning  in  fiscal  year  1989,  the  Assistant  Sec- 
retary collect  data  on  the  funds  expended  on  each  type  of  service, 
the  number  of  persons  who  receive  such  services,  ana  the  number 
of  units  of  services  provided.  For  fiscal  year  1991,  AOA  data  show 
that  $18.9  million  of  Title  III  funds  were  expended  on  legal  serv- 
ices, serving  323,482  persons.  , 

In  1990,  the  Special  Committee  on  Aging  surveyed  all  State  of- 
fices on  aging  regarding  Title  III  funded  legal  assistance.  Key  find- 
ings of  the  survey  include:  (1)  18  percent  of  States  contract  with 
law  school  programs  to  provide  legal  assistance  under  Title  III-B 
of  the  Act  and  35  percent  contract  with  nonattorney  advocacy  pro- 
grams to  provide  counseling  services;  (2)  a  majority  of  States  polled 
(34)  designated  less  than  3  percent  of  their  Title  III-B  funds  to 
legal  assistance;  (3)  minimum  percentage  of  Title  III-B  funds  allo- 
cated by  area  agencies  on  aging  to  legal  assistance  ranged  from  11 
percent  down  to  1  percent;  and  (4)  only  65  percent  of  legal  services 
developers  are  employed  on  a  full-time  basis  and  only  38  percent 
hold  a  law  degree. 

(C)  SOCIAL  SERVICES  BLOCK  GRANT 

Under  the  block  grant  program,  Federal  funds  are  allocated  to 
States  which,  in  turn,  either  provide  services  directly  or  contract 
with  public  and  nonprofit  social  service  agencies  to  provide  social 
services  to  individuals  and  families.  In  general,  States  determine 
the  type  of  social  services  to  provide  and  for  whom  they  shall  be 
provided.  Services  may  include  legal  aid.  Because  the  Omnibus 
Budget  Reconciliation  Act  of  1981  eliminated  much  of  the  reporting 
requirements  included  in  the  Title  XX  program,  little  information 
has  been  available  on  how  States  have  responded  to  both  funding 
reductions  and  changes  in  the  legislation.  As  a  result,  little  data 
have  been  available  on  the  number  and  age  groups  of  persons  being 
served.  In  1993,  however,  Title  XX  was  amended  to  require  that 
certain  specified  information  be  included  in  each  State's  annual  re- 
port and  that  HHS  establish  uniform  definitions  of  services  for  use 
by  States  in  preparing  these  reDorts.  The  specified  information  re- 
quired includes  the  number  and  ages  of  persons  being  served  and 
the  types  of  services  provided.  Therefore,  in  the  future  it  should  be 
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easier  to  determine  the  amount  of  SSBG  funding  for  legal  services 
to  the  elderly. 

2.  Issues 
(a)  need  and  availability  of  legal  services 

The  need  for  civil  legal  services  for  the  elderly,  especially  the 
poor  elderly,  is  undeniable.  This  is  partially  due  to  the  complex  na- 
ture of  the  programs  under  which  the  elderly  are  dependent.  After 
retirement,  most  older  Americans  rely  on  government-administered 
benefits  and  services  for  their  entire  income  and  livelihood.  For  ex- 
ample, many  elderly  persons  rely  on  the  Social  Security  program 
for  income  security  and  on  the  Medicare  and  Medicaid  programs  to 
meet  their  health  care  needs.  These  benefit  programs  are  ex- 
tremely complicated  and  often  difficult  to  understand. 

In  addition  to  problems  with  government  benefits,  older  persons' 
legal  problems  typically  include  consumer  fraud,  property  tax  ex- 
emptions, special  property  tax  assessments,  guardianships,  invol- 
untary commitment  to  institutions,  nursing  home  and  probate  mat- 
ters. Legal  representation  is  often  necessary  to  help  the  elderly  ob- 
tain basic  necessities  and  to  assure  that  they  receive  benefits  and 
services  to  which  they  are  entitled. 

Due  to  the  increasing  victimization  of  seniors  by  consumer  fraud 
artists,  on  September  24,  1992,  the  Special  Committee  on  Aging 
convened  a  hearing  entitled  "Consumer  Fraud  and  the  Elderly: 
Easy  Prey?"  The  Committee  sought  to  determine  whether  senior 
citizens  are  easy  prey  for  persons  that  seek  to  take  their  money. 
The  evidence  suggests  that  seniors  are  often  the  target  of  unscru- 
pulous people  that  will  sell  just  about  anything  to  make  a  dollar. 
It  matters  little  that  the  services  or  products  that  these  individuals 
sell  are  of  little  value,  unnecessary,  or  at  times  nonexistent. 

The  purpose  of  the  hearing  was  to  provide  a  forum  for  discussion 
of  what  various  States  are  doing  to  combat  consumer  fraud  that 
targets  the  elderly,  and  to  examine  what  the  Federal  Government 
might  do  to  support  these  efforts.  The  hearing  focused  not  only  on 
the  broad  issue  of  consumer  fraud  that  targets  older  Americans, 
but  more  specifically,  the  areas  of  living  trusts,  home  repair  fraud, 
mail  order  fraud,  and  guaranteed  giveaway  scams.  The  States  have 
generally  taken  the  lead  in  addressing  this  kind  of  fraud  through 
law  enforcement  and  prosecution.  The  hearing  illustrated,  however, 
that  the  Federal  Government  needs  to  do  more.  The  Legal  Services 
Corporation  is  one  of  the  weapons  in  the  Federal  arsenal  that  could 
be  used  to  combat  this  type  of  fraud. 

Legal  Services  Corporation  programs  do  not  necessarily  special- 
ize in  serving  older  clients  but  attempt  to  meet  the  legal  needs  of 
the  poor,  many  of  whom  are  elderly.  It  is  estimated  that  approxi- 
mately 9  million  persons  over  60  are  LSC-eligible. 

There  is  no  precise  way  to  determine  eligibility  for  legal  services 
under  the  Older  Americans  Act  because,  although  services  are  to 
be  targeted  on  those  in  economic  and  social  need,  means  testing  for 
eligibility  is  prohibited.  Nevertheless,  a  paper  developed  by  several 
legal  support  centers  in  1987  concluded  that,  in  spite  of  advances 
in  the  previous  10  years,  the  need  for  legal  assistance  among  older 
persons  is  much  greater  than  available  OAA  resources  can  meet. 
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The  availability  of  legal  representation  for  low-income  older  per- 
sons is  determined,  in  part,  by  the  availability  of  funding  for  legal 
services  programs.  In  recent  years,  there  has  been  a  trend  to  cut 
Federal  dollars  to  local  programs  that  provide  legal  services  to  the 
elderly.  There  is  no  doubt  that  older  persons  are  finding  it  more 
difficult  to  obtain  legal  assistance.  When  the  Legal  Services  Cor- 
poration was  established  in  1975,  its  foremost  goal  was  to  provide 
all  low-income  people  with  at  least  "minimum  access"  to  legal  serv- 
ices. This  was  defined  as  the  equivalent  of  two  legal  services  attor- 
neys for  every  10,000  poor  people.  The  goal  of  minimum  access  was 
achieved  in  fiscal  year  1980  with  an  appropriation  of  $300  million, 
and  in  fiscal  year  1981,  with  $321  million.  This  level  of  funding 
met  only  an  estimated  20  percent  of  the  poor's  legal  needs.  Cur- 
rently, the  LSC  is  not  even  funded  to  provide  minimum  access.  In 
most  States,  there  is  only  1  attorney  for  every  10,000  poor  persons. 
In  contrast,  there  are  approximately  28  lawyers  for  every  10,000 
persons  above  the  Federal  poverty  line. 

The  Private  Attorney  Involvement  (PAI)  project  under  LSC  re- 
quires each  LSC  grantee  to  spend  at  least  12.5  percent  of  its  basic 
field  grant  to  promote  the  direct  delivery  of  legal  services  by  pri- 
vate attorneys,  as  opposed  to  LSC  staff  attorneys.  The  funds  have 
been  primarily  used  to  develop  pro  bono  panels,  with  joint  sponsor- 
ship between  a  local  bar  association  and  a  LSC  grantee.  Over  350 
programs  currently  exist  throughout  the  country.  Data  indicates 
that  the  PAI  requirement  is  an  effective  means  of  leveraging  funds. 
A  higher  percentage  of  cases  were  closed  per  $10,000  of  PAI  dollars 
than  with  dollars  spent  supporting  staff  attorneys. 

It  should  be  noted,  however,  that  these  programs  have  been  criti- 
cized by  Legal  Services  staff  attorneys.  They  claim  that  these  pro- 
grams have  been  unjustifiably  cited  to  support  less  LSC  funding 
and  to  the  diversion  of  cases  from  LSC  field  offices.  Cuts  in  funding 
have  decreased  the  LSC's  ability  to  meet  clients'  legal  needs.  Legal 
services  field  offices  report  that  they  have  had  to  scale  down  their 
operations  and  narrow  their  priorities  to  focus  attention  on  emer- 
gency cases,  such  as  evictions  or  loss  of  means  of  support.  Legal 
services  offices  must  now  make  hard  choices  about  whom  they 
serve. 

The  private  bar  is  an  essential  component  of  the  legal  services 
delivery  system  for  the  elderly.  The  expertise  of  the  private  bar  is 
considered  especially  important  in  areas  such  as  will  and  estates 
as  well  as  real  estate  and  tax  planning.  Many  elderly  persons,  how- 
ever, cannot  obtain  legal  services  because  they  cannot  afford  to  pay 
customary  legal  fees.  In  addition,  a  substantial  portion  of  the  legal 
problems  of  the  elderly  stem  from  their  dependence  on  public  bene- 
fit programs.  The  private  bar  generally  is  unable  to  undertake  rep- 
resentation in  these  matters  because  it  requires  familiarity  with  a 
complex  body  of  law  and  regulations,  and  there  is  a  little  chance 
of  collecting  a  fee  for  services  provided.  Although  many  have  cited 
the  capacity  of  the  private  bar  to  meet  some  of  the  legal  needs  of 
the  elderly  on  a  full-fee,  low-fee,  or  no-fee  basis,  the  potential  of  the 
private  bar  has  yet  to  be  fully  realized. 
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(B)  LEGAL  SERVICES  CORPORATION 
(1)  Board  Appointments 

The  Legal  Services  Corporation  Act  provides  that  a[t]he  Corpora- 
tion shall  have  a  Board  of  Directors  consisting  of  11  voting  mem- 
bers appointed  by  the  President,  by  and  with  the  advice  and  con- 
sent of  the  Senate,  no  more  than  6  of  whom  shall  be  of  the  same 
political  party."  Presidents  Reagan  and  Bush  regularly  made  recess 
appointments  to  the  Board,  avoiding  the  requirement  of  Senate  ap- 
proval. In  January  1992,  with  Congress  out  of  session,  President 
Bush  renamed  10  Board  members  whose  previous  recess  appoint- 
ments had  expired;  the  11th  had  been  appointed  during  a  summer 
recess.  President  Clinton  has  nominated  11  new  Board  members, 
all  of  whom  were  confirmed  on  October  21,  1993. 

(2)  Status  of  Legal  Services  Corporation 

Few  people  disagree  that  provision  of  legal  services  to  the  elderly 
is  important  and  necessary.  However,  people  continue  to  debate 
how  to  best  provide  these  services.  President  Reagan  repeatedly 
proposed  termination  of  the  federally  funded  Legal  Services  Cor- 
poration and  the  inclusion  of  legal  services  activities  in  a  social 
services  block  grant.  Funds  then  provided  to  the  Corporation,  how- 
ever, were  not  included  in  this  proposal.  This  block  grant  approach 
was  consistent  with  the  Reagan  Administration's  goal  of  consolidat- 
ing categorical  grant  programs  and  transferring  decisionmaking 
authority  to  the  States.  Inclusion  of  legal  services  as  an  eligible  ac- 
tivity in  block  grants,  it  was  argued,  would  give  States  greater 
flexibility  to  target  funds  where  the  need  is  greatest  and  allowing 
States  to  make  funding  decisions  regarding  legal  services  would 
make  the  program  accountable  to  elected  officials. 

The  Reagan  Administration  also  revived  earlier  charges  that 
legal  services  attorneys  are  more  devoted  to  social  activism  and  to 
seeking  collective  solutions  and  reform  than  to  routine  legal  assist- 
ance for  low-income  individuals.  These  charges  resparked  a  con- 
troversy surrounding  the  program  at  the  time  of  its  inception  as  to 
whether  Federal  legal  aid  is  being  misused  to  promote  liberal  polit- 
ical causes.  The  poor  often  share  common  interests  as  a  class,  and 
many  of  their  problems  are  institutional  in  nature,  requiring  insti- 
tutional change.  Because  legal  resources  for  the  poor  are  a  scarce 
commodity,  legal  services  programs  have  often  taken  group-ori- 
ented case  selection  and  litigation  strategies  as  the  most  efficient 
way  to  vindicate  rights.  The  use  of  class  action  suits  against  the 
government  and  businesses  to  enforce  poor  peoples'  rights  has  an- 
gered some  officials.  Others  protest  the  use  of  class  action  suits  on 
the  basis  that  the  poor  can  be  protected  only  by  procedures  that 
treat  each  poor  person  as  a  unique  individual,  not  by  procedures 
which  weigh  group  impact.  As  a  result  of  these  charges,  the  ability 
of  legal  services  attorneys  to  bring  class  action  suits  has  been  se- 
verely restricted. 

The  Reagan  Administration  justified  proposals  to  terminate  the 
Legal  Services  Corporation  by  stating  that  added  pro  bono  efforts 
by  private  attorneys  could  substantially  augment  legal  services 
funding  provided  by  the  block  grant.  It  was  believed  that  this  ap- 
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proach  would  allow  States  to  choose  among  a  variety  of  service  de- 
livery mechanisms,  including  reimbursement  to  private  attorneys, 
rather  than  almost  exclusive  use  of  full-time  staff  attorneys  sup- 
ported by  the  Corporation. 

Supporters  of  federally  funded  legal  services  programs  argue  that 
neither  State  nor  local  governments  nor  the  private  bar  would  be 
able  to  fill  the  gap  in  services  that  would  be  created  by  the  aboli- 
tion of  the  LSC.  They  cite  the  inherent  conflict  of  interest  and  the 
State's  traditional  nonrole  in  civil  legal  services  which,  they  say, 
makes  it  unlikely  that  States  will  provide  effective  legal  services  to 
the  poor.  Many  feel  that  the  voluntary  efforts  of  private  attorneys 
cannot  be  relied  on,  especially  when  more  lucrative  work  beckons. 
They  believe  that  private  lawyers  have  limited  desire  and  ability 
to  do  volunteer  work.  Some  feel  that,  in  contrast  to  the  LSC  law- 
yers who  have  expertise  in  poverty  law,  private  lawyers  are  less 
likely  to  have  this  experience  or  the  interest  in  dealing  with  the 
types  of  problems  that  poor  people  encounter. 

Defenders  of  LSC  believe  that  the  need  among  low-income  people 
for  civil  legal  assistance  exceeds  the  level  of  services  currently  pro- 
vided by  both  the  Corporation  and  the  private  bar.  Elimination  of 
the  Corporation  and  its  funding  could  further  impair  the  need  and 
the  right  of  poor  people  to  have  access  to  their  government  and  the 
justice  system.  They  also  contend  that  it  is  inconsistent  to  assure 
low-income  people  representation  in  criminal  matters,  but  not  in 
civil  cases. 

The  Bush  Administration  made  few  public  statements  regarding 
the  LSC.  Bush  did,  however,  include  $317  million  for  the  LSC  in 
his  fiscal  year  1991  budget  request,  and  for  fiscal  year  1992  he  in- 
cluded $327  million.  For  fiscal  year  1993,  Congress  appropriated 
$357  million  to  LSC  and  President  Clinton  requested  $368  million 
for  LSC  in  fiscal  year  1994. 

3.  Federal  and  Private  Sector  Response 

(a)  legislation 

(1)  The  Legal  Services  Corporation 

The  1974  LSC  Act  was  reauthorized  for  the  first  and  only  time 
in  1977  for  an  additional  3  years.  Although  the  legislation  authoriz- 
ing the  LSC  expired  at  the  end  of  fiscal  year  1980,  the  agency  has 
operated  under  a  series  of  continuing  resolutions  and  appropria- 
tions bills,  which  have  served  both  as  authorizing  and  funding  leg- 
islation. The  Corporation  is  allowed  to  submit  its  own  funding  re- 
quests to  Congress.  In  fiscal  year  1985,  Congress  began  to  earmark 
the  funding  levels  for  certain  activities  to  ensure  that  congressional 
recommendations  were  carried  out.  In  addition  to  original  restric- 
tions, the  legislation  for  fiscal  year  1987  included  language  that 
provided  that  the  legislative  and  administrative  advocacy  provi- 
sions in  previous  appropriations  bills  and  the  Legal  Services  Cor- 
poration Act  of  1974,  as  amended,  shall  be  the  only  valid  law  gov- 
erning lobbying  and  shall  be  enforced  without  regulations.  This 
language  was  included  because  the  Corporation  published  proposed 
regulations  that  were  believed  to  go  far  beyond  the  restrictions  on 
lobbying  which  are  contained  in  the  LSC  statute. 
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For  fiscal  year  1988,  Congress  appropriated  $305.5  million  for 
the  LSC.  Congress  also  directed  the  Corporation  to  submit  plans 
and  proposals  for  the  use  of  funding  at  the  same  time  it  submits 
its  budget  request  to  Congress.  This  was  deemed  necessary  because 
the  appropriations  committees  had  encountered  great  difficulty  in 
tracing  the  funding  activities  of  the  Corporation  and  received  very 
little  detail  from  the  Corporation  about  its  proposed  use  of  the 
funding  request,  despite  repeated  requests  for  this  information. 

The  fiscal  year  1988  appropriations  bill  also  included  a  legisla- 
tive formula  governing  the  allocation  of  funds  for  grants  and  con- 
tracts among  the  basic  field  programs.  In  addition,  the  Corporation 
is  prohibited  from  imposing  requirements  on  the  governing  bodies 
of  recipients  of  LSC  grants  that  are  additional  to,  or  more  restric- 
tive than,  provisions  already  in  the  LSC  statute.  This  provision  ap- 
plies to  the  procedures  of  appointment,  including  the  political  affili- 
ation and  length  of  terms  of  office,  and  the  size,  quorum  require- 
ments, and  committee  operations  of  the  governing  bodies. 

During  the  102d  Congress,  for  the  first  time  since  1981,  the 
House  and  Senate  considered  legislation  to  reauthorize  the  Legal 
Services  Corporation  but  no  legislation  was  enacted.  Currently,  leg- 
islation to  reauthorize  the  LSC  is  pending  before  the  House  Judici- 
ary Committee  in  the  103d  Congress  (H.R.  2644). 

(2)  Older  Americans  Act 

In  response  to  prior  conflict  between  legal  assistance  providers 
and  area  agency  staff  over  confidentiality  and  reporting,  the  1987 
amendments  to  the  Older  Americans  Act  (OAA)  (P.L.  100-175)  spe- 
cifically provided  that  State  and  area  agencies  may  not  require 
Title  III  legal  providers  to  reveal  information  that  is  protected  by 
the  attorney-client  privilege. 

The  OAA  1987  amendments  also  required  the  State  agency  to  es- 
tablish a  minimum  percentage  of  Title  III-B  funds  that  each  area 
agency  must  spend  on  legal  services.  In  addition,  prior  to  granting 
a  waiver  of  this  requirement,  the  State  agency  must  provide  a  30- 
day  notice  period  during  which  individuals  or  providers  may  re- 
quest a  hearing,  and  must  offer  the  opportunity  for  a  hearing  to 
any  individual  or  provider  who  makes  such  a  request.  Area  agen- 
cies on  aging  are  encouraged  to  devote  additional  funds  to  legal 
services,  as  well  as  access  and  in-home  services,  to  meet  local 
needs. 

The  OAA  was  reauthorized  in  1992.  In  preparation  for  the  reau- 
thorization, the  Special  Committee  on  Aging  convened  a  series  of 
workshops,  one  of  which  focused  on  legal  assistance.  Based  on  the 
findings  from  an  Aging  Committee  workshop  series,  Chairman 
Pryor  introduced  legislation  (S.  974)  which  included  provisions  to 
strengthen  legal  assistance  services  authorized  by  the  Act.  Key  pro- 
visions which  were  incorporated  into  the  final  reauthorization 
package  (P.L.  102-375)  include:  (1)  A  requirement  that  AOA  de- 
velop guidelines  for  area  agencies  to  follow  in  choosing  and  evaluat- 
ing legal  assistance  providers,  and  (2)  a  requirement  that  area 
agencies  develop  a  model  job  description  for  the  legal  services  de- 
veloper position.  The  1992  amendments  also  transferred  State  legal 
assistance  development  services  from  Title  III  to  a  newly  author- 
ized Title  VII  entitled  Vulnerable  Elder  Rights  Protection  Activi- 
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ties.  Title  VII  authorizes  support  for  legal  assistance  programs  ad- 
ministered by  State  agencies  on  aging. 

(B)  ACTIVITIES  OF  THE  PRIVATE  BAR 

To  counter  the  effects  of  cuts  in  Federal  legal  services  and  to 
ease  the  pressure  on  overburdened  legal  services  agencies,  some 
law  firms  and  corporate  legal  departments  began  to  devote  more  of 
their  time  to  the  poor  on  a  pro  bono  basis.  Such  programs  are  in 
conformity  with  the  lawyers  code  of  professional  responsibility 
which  requires  every  lawyer  to  support  the  provisions  of  legal  serv- 
ices to  the  disadvantaged.  Although  pro  bono  programs  are  gaining 
momentum,  there  is  no  precise  way  to  determine  the  number  of 
lawyers  actually  involved  in  the  volunteer  work,  the  number  of 
hours  donated,  and  the  number  of  clients  served.  Most  lawyers  for 
the  poor  say  that  these  efforts  are  not  yet  enough  to  fill  the  gap 
and  that  a  more  intensive  organized  effort  is  needed  to  motivate 
and  find  volunteer  attorneys. 

A  relatively  recent  development  in  the  delivery  of  legal  services 
by  the  private  bar  has  been  the  introduction  of  the  Interest  on 
Lawyers'  Trust  Accounts  (IOLTA)  program.  This  program  allows 
attorneys  to  pool  client  trust  deposits  in  interest  bearing  accounts. 
The  interest  generated  from  these  accounts  is  then  channeled  to 
federally  funded,  bar  affiliated,  and  private  and  nonprofit  legal 
services  providers.  IOLTA  programs  have  grown  rapidly.  There  was 
one  operational  program  in  1983.  Today  47  States  and  the  District 
of  Columbia  have  adopted  IOLTA  programs  that  are  bringing  in 
funds  at  a  rate  of  $42  million  per  year.  An  American  Bar  Associa- 
tion study  group  estimated  that  if  the  plan  was  adopted  on  a  na- 
tionwide basis,  it  could  produce  up  to  $100  million  a  year.  The 
California  IOLTA  program  specifically  allocates  funds  to  those  pro- 
grams serving  the  elderly.  Although  many  of  the  IOLTA  programs 
are  voluntary,  the  ABA  passed  a  resolution  at  its  February  1988 
meeting  suggesting  that  IOLTA  programs  be  mandatory  to  raise 
funds  for  charitable  purposes. 

Supporters  of  the  IOLTA  concept  believe  that  there  is  no  cost  to 
anyone  with  the  exception  of  banks,  which  participate  voluntarily. 
Critics  of  the  plan  contend  that  it  is  an  unconstitutional  misuse  of 
the  money  of  a  paying  client  who  is  not  ordinarily  apprised  of  how 
the  money  is  spent.  Supporters  point  out  that  attorneys  and  law 
firms  have  traditionally  pooled  their  client  trust  funds,  and  it  is 
difficult  to  attribute  interest  to  any  given  client.  Prior  to  IOLTA, 
the  banks  have  been  the  primary  beneficiaries  of  the  income.  While 
there  is  no  unanimity  at  this  time  among  lawyers  regarding 
IOLTA,  the  program  appears  to  have  value  as  a  funding  alter- 
native. 

In  1977,  the  president  of  the  American  Bar  Association  was  de- 
termined to  add  the  concerns  of  senior  citizens  to  the  ABA's  roster 
of  public  service  priorities.  He  designated  a  task  force  to  examine 
the  status  of  legal  problems  and  the  needs  confronting  the  elderly 
and  to  determine  what  role  the  ABA  could  play.  Based  on  a  rec- 
ommendation of  the  task  force,  an  interdisciplinary  Commission  on 
Legal  Problems  of  the  Elderly  was  established  by  the  ABA  in  1979. 
The  Commission  is  charged  with  examining  six  priority  areas:  the 
delivery  of  legal  services  to  the  elderly;  age  discrimination;  sim- 
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plification  of  administrative  procedures  affecting  the  elderly;  long- 
term  care;  Social  Security;  and  housing.  In  addition,  since  1976,  the 
ABA  Young  Lawyers  Division  has  had  a  Committee  on  the  Delivery 
of  Legal  Services  to  the  Elderly. 

The  Commission  on  Legal  Problems  of  the  Elderly  has  under- 
taken many  activities  to  promote  the  development  of  legal  re- 
sources for  older  persons  and  to  involve  the  private  bar  in  respond- 
ing to  the  needs  of  the  aged.  One  such  activity  was  a  national  bar 
activation  project,  which  provided  technical  assistance  to  State  and 
local  bar  associations,  law  firms,  corporate  counsel,  legal  service 
projects,  the  aging  network,  and  others  in  developing  projects  for 
older  persons. 

The  private  bar  has  also  responded  to  the  needs  of  elderly  per- 
sons in  new  ways  on  the  State  and  local  levels.  A  number  of  State 
and  local  bar  association  committees  on  the  elderly  have  been 
formed.  Their  activities  range  from  legislative  advocacy  on  behalf 
of  seniors  and  sponsoring  pro  bono  legal  services  for  elderly  people 
to  providing  community  legal  education  for  seniors.  Other  State 
and  local  projects  utilize  private  attorneys  to  represent  elderly  cli- 
ents on  a  reduced  fee  or  pro  bono  basis.  In  more  than  38  States, 
handbooks  that  detail  seniors'  legal  rights  have  been  produced  ei- 
ther by  State  and  area  agencies  on  aging,  legal  services  offices,  or 
bar  committees.  In  addition,  some  bar  associations  sponsor  tele- 
phone legal  advice  lines.  Since  1982,  attorneys  in  more  than  half 
the  States  have  had  an  opportunity  to  attend  continuing  legal  edu- 
cation seminars  regarding  issues  affecting  elderly  people.  The 
emergence  of  training  options  for  attorneys  that  focus  on  financial 
planning  for  disability  and  long-term  care  are  particularly  note- 
worthy. 

In  1987,  the  Academy  of  Elder  Law  Attorneys  was  formed.  The 
purpose  of  this  organization  is  to  assist  attorneys  advising  elderly 
clients,  to  promote  high  technical  and  ethical  standards,  and  to  de- 
velop awareness  of  issues  affecting  the  elderly. 

A  few  corporate  law  departments  also  have  begun  to  provide 
legal  assistance  to  the  elderly.  For  example,  Aetna  Life  and  Cas- 
ualty developed  a  pro  bono  legal  assistance  to  the  elderly  program 
in  1981  through  which  its  attorneys  are  granted  up  to  4  hours  a 
week  of  time  to  provide  legal  help  for  eligible  older  persons.  The 
Ford  Motor  Company  Office  of  the  General  Counsel  also  began  a 
project  in  1986  to  provide  pro  bono  representation  to  clients  re- 
ferred by  the  Detroit  Senior  Citizens  Legal  Aid  Project. 

As  recognized  by  the  American  Bar  Association,  private  bar  ef- 
forts alone  fall  far  short  in  providing  for  the  legal  needs  of  older 
Americans.  The  ABA  has  consistently  maintained  that  the  most  ef- 
fective approach  for  providing  adequate  legal  representation  and 
advice  to  needy  older  persons  is  through  the  combined  efforts  of  a 
continuing  Legal  Services  Corporation,  an  effective  Older  Ameri- 
cans Act  program,  and  the  private  bar.  With  increased  emphasis  on 
private  bar  involvement,  and  with  the  necessity  of  leveraging  re- 
sources, the  opportunity  to  design  more  comprehensive  legal  serv- 
ices programs  for  the  elderly  exists. 
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F.  PROGNOSIS 

Despite  Federal  funding  cutbacks,  States  will  continue  to  spend 
as  much  of  their  block  grant  funds  on  social  services  for  older  per- 
sons as  feasible.  However,  these  expenditures  will  focus  increas- 
ingly on  emergency  services  rather  than  on  coordinated  long-term 
services.  States  will  find  it  increasingly  necessary  to  utilize  mul- 
tiple funding  sources  to  support  their  programs  for  the  elderly.  The 
new  reporting  laws  which  require  more  specified  information  will 
help  to  determine  how  the  funds  are  used  and  how  many  elderly 
are  served  by  them. 

The  National  Adult  Literacy  Survey  conducted  in  1992  should 
help  to  better  determine  the  actual  size  and  scope  of  the  literacy 
problem  amongst  the  elderly  in  this  country.  Additional  funding 
could  be  used  to  encourage  research  into  programs  that  work  and 
provide  seed  money  for  promising  techniques.  The  complexity  of  the 
issue — and  its  relation  to  national  productivity,  security,  and  wel- 
fare—suggests the  need  for  a  Federal  concern  beyond  program 
funding  or  public  awareness  campaigns. 

The  Older  Americans  Volunteer  Programs  and  VISTA  will  con- 
tinue to  receive  broad  bipartisan  support  because  these  programs 
have  proven  to  be  cost-effective,  with  measurable  human  benefits 
as  well. 

In  view  of  increasingly  limited  Federal  participation  in  transpor- 
tation services,  the  role  of  State  and  local  governments  in  the 
transportation  area  will  become  of  major  significance  to  needy  el- 
derly and  persons  with  disabilities.  States  will  need  to  reassess  pri- 
orities and  focus  attention  on  replacing  Federal  funding  through  in- 
creased State  or  local  taxes  or  simply  eliminating  certain  services. 
Although  private  sector  contributions  have  played  a  significant  role 
in  social  service  delivery,  it  is  unlikely  that  this  revenue  source  will 
be  adequate  to  close  the  gaps  opened  by  Federal  budget  cuts  in  the 
area  of  specialized  transportation  services.  Another  resource — vol- 
unteer activities — has  always  been  important  in  providing  trans- 
portation services  to  older  Americans.  A  report  for  the  Administra- 
tion on  Aging  on  the  transportation  problems  of  older  Americans 
indicated  that  many  agencies  serving  the  elderly  already  use  volun- 
teers extensively  in  their  programs.  Given  the  limited  resources 
which  may  be  anticipated  over  the  next  decade,  efforts  to  increase 
the  role  of  volunteers  are  likely  to  become  increasingly  important. 

It  is  a  basic  tenet  in  our  society  that  those  who  live  under  the 
law  should  also  have  an  opportunity  to  use  the  law.  Access  to  the 
legal  system  for  all  persons  is  basic  to  our  democratic  system  of 
government  and  the  fundamental  purpose  of  the  Legal  Services 
Corporation  Act.  The  federally  funded  legal  services  program  rep- 
resents a  significant  improvement  in  the  system  of  dispensing  jus- 
tice in  this  country  and  has  gone  a  long  way  to  alleviate  the  harsh 
consequences  of  being  poor  and  unable  to  afford  legal  services.  If 
we  are  to  continue  to  make  progress  in  the  goal  of  equal  justice  and 
access  for  all,  adequate  funding  of  legal  services  by  the  Federal 
Government  and  the  strengthened  efforts  of  the  private  bar  will  be 
necessary. 

While  all  of  the  Nation's  social  services  programs  provide  a  vital 
role  in  linking  persons  to  needed  services,  there  remains  the  dif- 
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ficulty  of  effectively  tying  the  programs  together.  Despite  the  cur- 
rent trend  toward  coordinating  various  funding  sources  for  pro- 
grams, separate  reporting  requirements  and  other  administrative 
obstacles  continue  to  hinder  these  efforts.  Advocates,  however,  re- 
main hopeful  that  the  new  administration  and  an  invigorated  econ- 
omy will  provide  the  support  necessary  to  stimulate  further  efforts 
in  this  direction. 


Chapter  17 


CRIME  AND  THE  ELDERLY 

A.  VIOLENT  CRIME 
1.  Background 

Violence  is  increasing  dramatically  in  the  United  States.  Ameri- 
cans are  concerned,  angry,  and  fearful  for  their  personal  safety.  In 
fact,  a  May  1993  poll  conducted  by  Mellman,  Lazarus,  and  Lake  re- 
ports that  29  percent  of  Americans  have  been  a  victim  or  had  a 
family  member  be  a  victim  of  crime  in  the  last  3  years;  55  percent 
of  Americans  believe  that  they  will  be  a  victim  of  crime;  and  86 
percent  of  Americans  list  crime  as  an  important  personal  fear. 

The  latest  crime  statistics  released  by  the  Federal  Bureau  of  In- 
vestigation, in  October  1993,  proves  that  the  fears  of  these  Ameri- 
cans are  not  unfounded.  The  Uniform  Crime  Reports  (UCR)  show 
that  violent  crimes  reported  in  1992  exceeded  1.9  million  offenses 
According  to  the  UCR,  in  the  United  States  there  is  one  violent 
crime  every  22  seconds,  one  murder  every  22  minutes,  one  forcible 
rape  every  5  minutes,  one  robbery  every  47  seconds,  and  one  aggra- 
vated assault  every  28  seconds. 

Although  recent  evidence  suggests  that  older  Americans  are  less 
likely  than  younger  Americans  to  be  a  victim  of  crime,  they  are 
more  likely  when  victimized  to  be  harmed  by  strangers  and  to  sus- 
tain grievous  injuries. 

In  October  1992,  the  Bureau  of  Justice  Statistics  (BJS)  released 
a  report,  entitled  Elderly  Victims,  which  presents  some  of  the  most 
recent  information  on  crime  and  the  elderly.  According  to  the  BJS, 
violent  crime  victimization  rates  among  the  elderly  were  the  high- 
est in  1974  when  the  rate  was  9  victimizations  per  1,000  people  age 
65  and  older,  compared  to  3.5  per  1,000  in  1990,  a  61-percent  de- 
cline. 

Some  of  the  major  findings  in  the  report  include: 

The  elderly  were  significantly  less  likely  than  younger  age 
groups  to  become  a  victim  of  virtually  any  type  of  crime.  People 
who  are  65  years  old  or  more  comprise  about  14  percent  of  the 
U.S.  population,  but  make  up  less  than  2  percent  of  the  vic- 
tims; 

Elderly  robbery  victims  were  more  likely  than  younger  vic- 
tims to  face  multiple  offenders  and  offenders  armed  with  guns; 
Elderly  victims  of  violent  crime  were  more  likely  than  other 
victims  to  be  harmed  by  strangers.  Among  homicide  victims, 
the  elderly  were  also  more  likely  to  be  killed  by  a  stranger  dur- 
ing the  commission  of  a  felony; 
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Elderly  victims  of  violent  crime  were  significantly  more  like- 
ly to  be  victimized  at  or  near  their  home  than  victims  under 
the  age  of  65; 

Elderly  victims  of  all  forms  of  crime,  including  crimes  of  vio- 
lence, crimes  of  theft,  and  household  crime,  were  significantly 
more  likely  to  report  their  victimizations  to  the  police  com- 
pared to  victims  under  the  age  of  65; 

When  the  elderly  were  divided  into  two  groups,  age  65  to  74 
and  age  75  or  older,  the  older  group  was  generally  found  to 
have  lower  rates  of  crime  victimization; 

Among  the  elderly,  certain  groups  were  generally  more  likely 
to  experience  crime  than  others — males,  African- Americans,  di- 
vorced  or   separated  persons,   urban   residents,   and   renters. 
Those  elderly  in  the  lowest  income  categories  were  more  likely 
to  experience  a  crime  of  violence,  but  less  likely  to  experience 
a  crime  of  theft  than  those  with  higher  household  incomes. 
The  BJS  report  also  found  that  the  lifestyle  of  older  persons  may 
affect  their  vulnerability  to  certain  crimes.  When  compared  to  other 
age  groups,  the  report  found  that,  "the  elderly  are  more  likely  to 
live  alone  and  to  stay  at  home  because  they  are  less  likely  to  work 
full  time  or  regularly  participate  in  activities  after  dark."  Further, 
the  report  found  that  "these  characteristics  or  routines  may  con- 
tribute to  the  elderly  having  a  lower  likelihood  of  assault  or  rob- 
bery by  a  relative  or  acquaintance."  Thus,  elderly  victims  of  violent 
crime  are  proportionately  more  likely  than  victims  in  other  age 
groups  to  be  victimized  by  strangers. 

While  this  seems  to  be  encouraging  news,  there  are  special  con- 
siderations that  arise  when  an  older  person  falls  victim  to  crime. 
The  impact  of  crime  on  the  lives  of  older  adults  is  likely  to  be 
greater  than  on  other  population  groups  given  their  special 
vulnerabilities.  They  are  more  likely  to  be  injured,  take  longer  to 
recover,  and  incur  greater  proportional  losses  to  income.  About  60 
percent  live  in  urban  areas,  where  crime  is  more  prevalent.  Often, 
the  elderly  live  in  social  isolation  and  in  many  instances,  they  are 
unable  to  defend  themselves  against  their  attackers.  Because  they 
rarely  have  insurance  or  coverage  through  their  place  of  employ- 
ment, the  financial  impact  of  crime  can  be  devastating  to  older  vic- 
tims. Seniors  often  have  to  carry  the  full  burden  of  the  cost  of  the 
crime  since  many  live  on  income  from  Social  Security  or  some  other 
form  of  fixed  income. 

Emotionally,  crime  victimization  of  the  elderly  can  be  traumatic, 
having  a  devastating  effect  on  older  Americans. 

2.  Congressional  Response 

During  1993,  several  bills  were  introduced  in  both  Houses  of 
Congress  that  focused  on  crime  and  the  elderly.  Some  bills  intro- 
duced early  in  the  year  were  later  included  in  H.R.  3355,  the  Vio- 
lent Crime  Control  and  Law  Enforcement  Act  of  1993  (crime  bill), 
which  passed  both  houses. 

On  January  5,  1993,  Representative  Gerald  Solomon  introduced 
H.R.  388,  a  bill  to  amend  the  Federal  criminal  code  to  impose  man- 
datory sentences  for  violent  felonies  committed  against  individuals 
age  65  and  over.  The  bill  would  prohibit  suspended,  probationary, 
and  concurrent  sentences.  Further,  H.R.  388  would  prohibit  parole 
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and  any  plea  bargaining  agreements  that  would  result  in  the  de- 
fendant serving  less  than  the  minimum  sentence.  H.R.  388  was  re- 
ferred to  the  House  Committee  on  the  Judiciary. 

Two  related  bills  were  introduced  on  November  10,  1993.  H.R. 
3494,  Let's  Protect  Our  Seniors  Act  of  1993,  was  introduced  by 
Representative  Bob  Franks.  This  bill  would  amend  the  Federal 
criminal  code  to  double  the  imprisonment  penalty  for  crimes  com- 
mitted against  the  elderly.  It  was  referred  to  the  House  Committee 
on  the  Judiciary.  Also,  H.R.  3501,  the  Senior  Citizen  Protection  Act 
of  1993,  was  introduced  by  Representative  Thomas  J.  Manton.  H.R. 
3501  would  impose  mandatory  sentences  for  crimes  of  violence  and 
fraud  against  senior  citizens.  It  was  referred  to  the  Committees  on 
Banking,  Finance,  and  Urban  Affairs,  Energy  and  Commerce, 
Ways  and  Means,  and  the  Judiciary. 

On  November  19,  1993,  the  Senate  passed  omnibus  crime  legisla- 
tion, S.  1607,  the  Violent  Crime  Control  and  Law  Enforcement  Act. 
This  bill  contains  several  provisions  that  focus  on  violent  crime  to- 
ward the  elderly. 

(A)  TITLE  VIII — SEXUAL  VIOLENCE  AND  ABUSE  OF  CHILDREN,  THE 
ELDERLY,  AND  INDIVIDUALS  WITH  DISABILITIES 

As  introduced,  S.  1607  included  provisions  to  develop  a  national 
background  check  procedure  to  ensure  £hat  persons  working  or  vol- 
unteering with  children  do  not  have  criminal  histories  of  child 
abuse  or  other  crimes  against  children.  Specifically,  the  bill  estab- 
lishes national  guidelines  on  the  format,  accuracy,  content,  and 
timeliness  of  information  provided  by  States  to  the  FBI  on  child 
abuse  crimes,  and  promotes  cooperation  among  States  and  national 
child  abuse  prevention  organizations  in  developing  a  nationwide 
system  through  which  background  checks  can  be  performed. 

The  bill  does  not  mandate  States  to  require  background  checks 
for  individuals  working  with  children,  but  does  encourage  such 
checks  by  making  the  information  from  other  States  through  the 
FBI  National  Crime  Information  Center  (NCIC)  system  more  accu- 
rate and  available.  Because  current  FBI  information  on  child  abuse 
is  deficient,  States  are  often  unable  to  get  complete  nationwide  in- 
formation on  whether  a  potential  employee  has  ever  been  convicted 
of  child  abuse  offenses  or  similar  offenses  in  another  State. 

The  provisions  of  S.  1607  include  standard  information  that  can 
be  requested  for  background  checks  and  procedural  due  process 
rights  for  the  job  applicant  whose  records  are  being  checked  (such 
as  right  to  obtain  the  report  and  to  challenge  the  accuracy  of  the 
information  found).  The  bill  also  includes  privacy  protections  on  the 
use  and  reuse  of  the  information  obtained  through  the  background 
checks. 

During  Senate  consideration  of  the  crime  bill,  Senator  William 
Cohen  (R-ME),  Ranking  Member  of  the  Special  Committee  on 
Aging,  offered  an  amendment  to  extend  these  provisions  to  allow 
background  checks  of  job  applicants  for  home  care  workers  and  oth- 
ers who  work  with  the  elderly  and  the  disabled.  While  elder  abuse 
does  not  raise  precisely  the  same  issues  as  child  abuse,  many  of  the 
same  opportunities  for  exploitation  exist  with  these  populations. 

Current  statistics  state  that  6.3  percent  of  all  elder  abuse  cases 
in  the  home  are  caused  by  a  service  provider.  Senator  Cohen's 
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amendment  recognizes  that  the  growing  trend  toward  home  care, 
as  well  as  the  significant  growth  in  the  size  of  the  aging  popu- 
lation, makes  it  important  to  ensure  that  individuals  needing  home 
care,  as  well  as  their  families,  have  confidence  in  the  individuals 
they  hire  to  provide  services.  Senator  Cohen's  amendment  was 
adopted  by  the  Senate  by  voice  vote. 

Subsequent  to  passage  of  the  Senate  crime  bill,  the  Senate  and 
House  passed  separate  legislation,  H.R.  1237,  the  National  Child 
Protection  Act  of  1993,  which  allows  access  to  NCIC  information  to 
child  care  providers.  This  legislation,  however,  did  not  extend  ac- 
cess to  such  data  to  those  providing  care  to  the  elderly  or  individ- 
uals with  disabilities.  Extension  of  these  provisions  to  these  popu- 
lations will  be  considered  during  the  conference  on  the  omnibus 
crime  legislation. 

(B)  TITLE  DC — CRIME  VICTIMS,  SUBTITLE  C — SENIOR  CITIZENS 

This  subtitle  would  establish  the  National  Triad  Program  Act,  re- 
quiring the  Director  of  the  National  Institute  of  Justice  (NIJ)  to 
conduct  a  qualitative  and  quantitative  national  assessment  of:  (1) 
The  nature  and  extent  of  crimes  committed  against  senior  citizens 
and  the  effect  of  such  crimes  on  the  victims;  (2)  the  numbers,  ex- 
tent, and  impact  of  violent  and  nonviolent  crimes  against  senior 
citizens  and  the  extent  of  unreported  crime;  (3)  the  collaborative 
needs  of  law  enforcement,  health,  and  social  service  organizations 
focused  on  crime  prevention  against  senior  citizens,  to  identify,  in- 
vestigate, and  provide  assistance  to  crime  victims;  and  (4)  the  de- 
velopment and  growth  of  strategies  to  respond  effectively  to  such 
matters. 

Subtitle  C  would  direct  the  Director  of  NIJ  to  make  grants  to 
coalitions  of  local  law  enforcement  agencies  and  senior  citizens  to 
assist  in  the  development  of  programs  and  to  execute  field  tests  of 
particularly  promising  strategies  for  crime  prevention  and  related 
services,  using  the  Triad  model,  which  generally  calls  for  the  par- 
ticipation of  the  sheriff,  at  least  one  police  chief,  and  a  representa- 
tive of  at  least  one  senior  citizens'  organization  within  a  county. 
The  programs  and  strategies  would  then  be  evaluated  and  serve  as 
the  basis  for  further  demonstration  and  education  projects. 

Subtitle  C  would  require  the  Director  to  make  awards  to:  (1)  Or- 
ganizations with  demonstrated  ability  to  provide  training  and  tech- 
nical assistance  in  establishing  crime  prevention  programs  based 
on  the  Triad  model  for  purposes  of  aiding  in  the  establishment  and 
expansion  of  pilot  programs;  (2)  research  organizations  to  evaluate 
the  effectiveness  of  selected  pilot  programs,  and  to  conduct  re- 
search and  development  identified  as  being  critical;  and  (3)  public 
service  advertising  coalitions  to  increase  public  awareness  and  pro- 
mote ideas  or  programs  to  prevent  crimes  against  senior  citizens. 

Earlier  in  the  year  three  bills  were  introduced  to  establish  a  Na- 
tional Triad  Program,  H.R.  1161,  S.  205,  and  S.  451,  sponsored  by 
Representative  Charles  H.  Taylor,  Senators  William  V.  Roth,  and 
J.  Bennett  Johnston,  respectively.  Senator  Johnston's  bill  was  in- 
cluded in  S.  1607. 
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(C)  TITLE  XX— PROTECTIONS  FOR  THE  ELDERLY 

This  title  would  establish  the  Missing  Alzheimer's  Disease  Pa- 
tient Alert  Program.  It  directs  the  Attorney  General  to  make 
grants  in  support  of  programs  to  protect  and  locate  missing  pa- 
tients with  Alzheimer's  disease  and  related  dementias.  Addition- 
ally, it  directs  the  U.S.  Sentencing  Commission  to  amend  the  sen- 
tencing guidelines  to  ensure  that  the  sentences  for  those  convicted 
of  crimes  of  violence  against  elderly  victims  are  sufficiently  strin- 
gent to  deter  such  crimes,  protect  the  public  from  additional  crimes 
by  a  convicted  criminal,  and  provide  stiffer  penalties.  The  criteria 
for  enhanced  penalties  require  that  the  guidelines  provide  increas- 
ingly severe  punishment  for  a  defendant  commensurate  with  the 
degree  of  physical  harm  caused  to  the  elderly  victim;  take  into  ac- 
count the  vulnerability  of  the  victim;  and  provide  enhanced  punish- 
ment for  a  defendant  (who  has  previously  been  convicted  more  than 
once  of  a  crime  of  violence  against  an  elderly  victim,  regardless  of 
whether  the  conviction  occurred  in  Federal  or  State  court)  con- 
victed of  a  crime  of  violence  against  an  elderly  victim. 

In  the  House  of  Representatives,  H.R.  3355  was  introduced  and 
referred  to  the  Committee  on  the  Judiciary  on  October  10,  1993. 
The  Judiciary  Committee  considered  the  bill  and  held  a  markup 
session;  and  thereafter  ordered  the  measure  to  be  reported  out  of 
committee  as  amended  on  October  28,  1993.  The  bill  was  reported 
to  the  full  House  as  amended  on  November  3,  1993.  On  that  same 
day,  H.R.  3355  passed  by  voice  vote,  under  suspension  of  the  rules 
(two-thirds  vote  required).  The  measure  was  sent  to  the  Senate  on 
November  4,  1993. 

On  November  19,  1993,  the  Senate  struck  all  language  after  the 
enacting  clause  of  H.R.  3355  and  inserted  in  lieu  thereof  the  text 
of  S.  1607,  as  amended,  by  the  Senate.  S.  1607  was  introduced  by 
Senator  Joseph  Biden  on  November  1,  1993.  H.R.  3355,  as  amend- 
ed, passed  the  Senate  by  a  margin  of  95-4  on  November  19,  1993. 
The  Senate  insisted  on  its  amendment  and  requested  a  conference 
with  the  House  on  the  same  day. 

B.  ELDER  ABUSE 

1.  Background 

An  issue  of  family  violence  that  continues  to  cause  concern  with- 
in the  aging  community  is  what  is  commonly  referred  to  as  elder 
abuse,  sometimes  called  "elder  mistreatment.w  State  law  definitions 
of  elder  abuse  vary  considerably.  Federal  definitions  of  elder  abuse, 
neglect,  and  exploitation  appeared  for  the  first  time  in  the  1987 
amendments  to  the  Older  Americans  Act.  However,  these  defini- 
tions were  provided  in  the  law  only  as  guidelines  for  identifying  the 
problems  and  not  for  enforcement  purposes.  The  American  Medical 
Association  describes  elder  abuse  as  acts  of  commission  or  omission 
that  result  in  harm  or  threatened  harm  to  the  health  or  welfare  of 
an  older  adult. 

The  National  Aging  Resource  Center  on  Elder  Abuse  (NARCEA), 
now  called  the  National  Center  on  Elder  Abuse,  identifies  three 
basic  categories  of  elder  abuse: 


384 


(1)  Domestic  elder  abuse. — Refers  to  any  of  several  forms  of 
mistreatment  of  an  older  person  by  someone  who  has  a  special 
relationship  with  the  elder  in  their  home  or  in  the  home  of  a 
caregiver.  For  example,  a  spouse,  sibling,  child,  friend,  or 
caregiver.  There  are  five  types  of  domestic  abuse. 

Physical  abuse,  the  intentional  use  of  physical  force  that 
results  in  bodily  injury,  pain,  or  impairment. 

Sexual  abuse,  the  nonconsensual  sexual  contact  of  any 
kind  with  an  older  person. 

Emotional  or  psychological  abuse,  the  willful  infliction  of 
mental  or  emotional  anguish  by  threat,  humiliation,  or 
other  verbal  or  nonverbal  abusive  conduct. 

Neglect,  the  willful  or  nonwillful  failure  by  the  caregiver 
to  fulfill  his/her  care-taking  obligation  or  duty. 

Financial  or  material  exploitation,  the  unauthorized  use 
of  funds,  property,  or  resources  of  an  older  person. 

(2)  Institutional  abuse. — Refers  to  any  of  the  above-men- 
tioned forms  of  abuse  that  occur  in  institutional  or  residential 
facilities  that  provide  board  and  care  for  the  elderly.  Perpetra- 
tors of  institutional  abuse  usually  are  persons  who  have  a  legal 
or  contractual  obligation  to  provide  elder  victims  with  care  and 
protection. 

(3)  Self-neglect  or  self-abuse. — Refers  to  the  neglectful  or  abu- 
sive conduct  of  an  older  person  directed  at  himself/herself  that 
threatens  the  person's  safety.  Self-neglect  usually  occurs  as  a 
result  of  the  older  person's  physical  or  mental  impairment  or 
in  a  situation  where  the  older  person  is  socially  isolated. 

Whether  or  not  elder  abuse  is  considered  a  crime  depends  on 
State  law.  Generally,  physical,  sexual,  and  financial/material 
abuses  are  considered  crimes.  In  some  instances,  emotional  abuse 
and  neglect  are  crimes.  However,  self-neglect  is  not  a  crime  in  any 
State. 

It  is  difficult  to  obtain  accurate  information  on  the  extent  of  elder 
abuse  and  neglect  in  the  United  States.  According  to  NARCEA, 
elder  abuse  is  far  less  likely  to  be  reported  than  child  abuse,  which 
has  gained  greater  public  awareness.  Too  often  cases  go  unreported 
because  victims  may  be  embarrassed,  intimidated,  or  overwhelmed 
by  the  situation,  and  many  may  be  unaware  of  the  availability  of 
help.  In  May  1990,  the  House  Subcommittee  on  Health  and  Long- 
Term  Care  of  the  Select  Committee  on  Aging  released  a  report, 
Elder  Abuse:  A  Decade  of  Shame  and  Inaction,  that  suggested  that 
about  1  out  of  every  20  older  Americans,  or  more  than  1.5  million 
persons,  may  be  victims  of  such  abuse  each  year. 

Elder  abuse  is  one  of  the  most  underrecognized  and  under- 
reported  social  problems  of  the  country.  While  it  is  difficult  to  be 
certain,  it  seems  elder  abuse  is  increasing.  NARCEA  data  indicates 
there  were  117,000  reports  of  elder  abuse  in  1986,  128,000  reports 
in  1987  and  140,000  reports  in  1988.  The  number  of  elder  abuse 
reports  will  continue  to  increase  as  the  public  and  professionals 
gain  greater  awareness  of  the  problem  and  as  the  elder  population 
continues  to  grow. 

In  the  1992  reauthorization  of  the  Older  Americans  Act,  there 
were  areas  in  the  Act  designed  to  address  elder  abuse: 
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Federal  funding  for  ombudsman  programs,  to  counter  elder 
abuse  in  institutional  settings; 

Federal  funding  for  additional  State  level  elder  abuse  pre- 
vention initiatives; 

Federal  funding  for  a  national  Ombudsman  Resource  Center; 

and 

Federal  funding  for  a  national  Elder  Abuse  Resource  Center. 

In  1993,  the  Ombudsman  program  was  funded  at  $3.87  million; 

the  Federal  funding  for  State  level  initiatives  was  funded  at  $4,348 

million;  the  Ombudsman  Resource  Center  was  funded  at  $500,000; 

and  the  Elder  Abuse  Resource  Center  was  funded  at  $350,000. 

The  Special  Committee  on  Aging  released  a  print  in  1991  enti- 
tled, An  Advocate's  Guide  to  Laws  and  Programs  Addressing  Elder 
Abuse,  an  information  paper  for  advocates  of  the  elderly. 

2.  Congressional  Response 

H.R.  3355,  discussed  earlier,  has  two  Titles  addressing  the  prob- 
lem of  elder  abuse,  namely,  Title  VIII — Sexual  Violence  and 
Abuse  of  Children,  the  Elderly,  and  Individuals  With  Dis- 
abilities, and  Title  IX— Crime  Victims,  Subtitle  C— Senior  Citi- 
zens. 

C.  CONSUMER  FRAUDS  AND  DECEPTIONS 
1.  Background 

The  age  65  and  over  market  is  a  lucrative  source  of  consumers, 
spending  over  $60  billion  annually.  This  fact,  combined  with  a 
number  of  age-related  factors  such  as  fixed  income  levels  and 
chronic  health  conditions,  contribute  to  making  the  elderly  prime 
targets  of  consumer  frauds  and  deceptions. 

Ironically,  as  older  Americans  grow  as  a  cumulative  market  with 
increasing  consumer  purchasing  power,  many  elderly  live  close  to 
the  poverty  line  and  have  little  disposable  income.  Consequently, 
crimes  aimed  at  the  pocketbooks  of  the  elderly  frequently  have  dev- 
astating effects  on  their  victims. 

There  is  little  doubt  that  the  older  consumer  is  frequently  tar- 
geted by  unscrupulous  marketeers  who  will  sell  just  about  any- 
thing to  make  a  dollar.  It  matters  little  that  the  services  or  prod- 
ucts they  market  are  of  little  value,  unnecessary,  or  at  times  non- 
existent. 

While  there  are  several  reasons  why  the  elderly  are  dispropor- 
tionately victimized,  the  older  victims'  accessibility  is  a  major  fac- 
tor. Since  they  often  spend  most  of  their  days  at  home,  older  con- 
sumers are  easier  to  contact  by  telephone,  mail,  and  in  person.  Ad- 
ditionally, many  elderly  consumers  are  homebound  due  to  physical 
illness  or  disabilities.  The  dishonest  telemarketer  usually  gets  an 
answer  when  he  or  she  telephones  an  older  person.  Door-to-door 
salespeople  hawking  worthless  goods  are  more  likely  to  find  some- 
one at  home  when  they  ring  the  doorbell  of  a  retired  person.  Decep- 
tive or  fraudulent  mass  mailings  are  likely  to  be  given  more  atten- 
tion by  retired  individuals  with  more  leisure  time. 

Unfortunately,  the  "con  artists"  who  prey  on  the  elderly,  are  ex- 
tremely effective  at  defrauding  their  victims.  To  the  poor,  they 
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make  "get  rich  quick"  offers;  to  the  rich,  they  offer  investment 
properties;  to  the  sick,  they  offer  health  gimmicks  and  new  discov- 
eries to  cure  ailments;  to  the  healthy,  they  offer  attractive  vacation 
tours;  and  to  those  who  are  fearful  of  the  future,  they  offer  a  con- 
fusing array  of  useless  insurance  plans. 

Con  artists  are  well  organized,  sophisticated,  and  effective.  Police 
authorities  report  that  it  is  not  uncommon  for  a  con,  upon  leaving 
one  successful  location,  to  exchange  the  addresses  of  his  easiest  vic- 
tims with  another  con  who  is  just  moving  into  the  area.  To  avoid 
being  caught,  cons  usually  avoid  leaving  a  paper  trail.  Whenever 
possible  they  deal  in  cash.  They  avoid  written  estimates,  avoid 
properly  drawn  contracts,  and  insist  on  haste  to  take  advantage  of 
a  "today  only"  special  price.  Increasingly,  there  are  con  artists  who 
operate  on  a  very  sophisticated  level.  New  technology  provides  a 
variety  of  new  ways  to  defraud  consumers.  Now,  schemes  exist 
which  victimize  even  the  most  cautious  and  skeptical  among  us. 

One  scheme  brought  to  the  attention  of  the  Senate  Special  Com- 
mittee On  Aging  by  Arkansas  Attorney  General  Winston  Bryant, 
was  the  so-called  "sweepstakes"  or  "free  giveaways."  A  consumer 
receives  a  postcard  which  announces  that  she  is  entitled  to  claim 
one  or  more  prizes.  The  award  notice  is  professionally  designed  to 
appear  legitimate.  The  postcard  bears  a  toll-free  telephone  number 
and  the  consumer  is  instructed  that  he  or  she  must  simply  call  to 
claim  the  prizes.  Once  the  toll-free  number  is  accessed,  a  recording 
instructs  the  consumer  to  touch  numbers  on  the  telephone  which 
correspond  with  a  "claim  number"  which  appears  on  the  postcard. 
Ultimately,  the  consumer  receives  no  prize.  What  is  received  is  a 
"telephone  bill"  which  reflects  a  substantial  charge  for  the  call  just 
as  if  a  900  number  had  been  called.  The  entry  of  the  sequence  of 
numbers  that  matched  the  "claim  number"  engaged  an  automated 
information  service  for  which  the  consumer  is  charged. 

Consumer  fraud  that  targets  the  elderly  is  widespread  and  is  in- 
creasing. Nationwide,  law  enforcement  and  consumer  specialists  re- 
port frauds  against  the  elderly.  No  area  of  the  country,  whether 
rural,  or  urban,  is  immune.  Consumer  fraud  pervades  nearly  every 
aspect  of  an  elderly  person's  life  from  health  care  to  housing,  from 
investment  programs  to  travel  promotions. 

Like  violent  crime,  consumer  oriented  crime  has  a  devastating  ef- 
fect on  the  lives  of  older  victims.  Living  on  fixed  incomes  makes  the 
financial  loss  to  consumer  fraud  extremely  difficult  to  recoup.  El- 
derly consumers  are  more  likely  to  be  approached  by  the  perpetra- 
tors of  consumer  fraud,  and  they  are  the  least  able  to  rebound  from 
being  victimized. 

This  problem  is  best  attacked  in  two  ways:  (1)  Interdiction,  to 
put  these  criminals  out  of  business,  through  detection,  enforce- 
ment, and  prosecution;  and  (2)  a  continuing  education  program  to 
inform  and  educate  seniors  of  the  scams  and  deceptive  practices  to 
which  they  may  be  exposed.  It  is  paramount  that  seniors  learn  they 
can  fight  consumer  fraud  by  simply  tossing  out  junk  mail,  hanging 
up  the  phone,  or  closing  the  front  door. 
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2.  Committee  Hearings 

In  response  to  the  problems  of  consumer  fraud,  the  Senate  Spe- 
cial Committee  on  Aging  has,  in  recent  years,  initiated  a  broad- 
based  examination  into  consumer  frauds  directed  at  the  elderly. 

In  1992,  the  Committee  held  a  hearing  entitled,  Consumer  Fraud 
and  the  Elderly:  Easy  Prey?  The  Committee  examined  typical 
consumer  scams  that  have  targeted  the  elderly;  what  is  being  done 
by  State  and  Federal  law  enforcement  officials  to  combat  this  type 
of  fraud;  and  new  ways  to  address  the  issue  on  the  Federal  level. 
The  hearing  focused  on  living  trusts,  which  as  marketed  by  some 
individuals  are  sham  estate  planning  devices;  guaranteed  give- 
aways, which  often  require  winners  to  pay  a  fee  to  receive  their 
prize;  home  repair  fraud,  which  involves  charging  excessively  high 
prices  for  shoddy  repair  work;  and  mail  order  fraud.  The  Commit- 
tee heard  testimony  from  four  State  Attorneys  General  about  the 
scams  operating  in  their  States  and  efforts  to  shut  down  these  op- 
erations. Also,  they  provided  information  on  what  the  Congress 
could  do  to  assist  and  better  coordinate  their  efforts. 

In  May  1993,  the  Committee  held  a  hearing  entitled,  How  Secure 
Is  Your  Retirement:  Investments,  Planning,  and  Fraud?  This  hear- 
ing focused  on  financial  fraud  and/or  abuse  that  targets  or  dis- 
proportionately affects  the  elderly  and  threatens  their  retirement 
income.  The  Committee  explored  how  declining  interest  rates  cause 
many  seniors  of  modest  means  to  look  for  new  avenues  to  increase 
the  rate  of  return  on  their  money,  which  in  turn  makes  them  more 
susceptible  to  fraud.  In  many  instances,  retirees  or  those  nearing 
retirement  have  lump-sum  retirement  benefits  and  other  assets 
from  a  lifetime  of  work  and  savings  which  make  them  attractive 
targets  for  dishonest  advisors  or  salespersons. 

Financial  fraud  or  abuse  exists  in  many  forms,  whether  it  is  out- 
right misrepresentation  of  facts,  or  investments  that  are  unsuitable 
for  older  investors.  The  witnesses,  victims  of  financial  fraud  or 
abuse,  State  security  regulators,  and  aging  investment  advocates, 
recounted  examples  of  abuse  that  have  occurred  and  provided  their 
recommendations  on  how  to  address  these  problems. 

In  September  1993,  the  Committee  held  a  hearing  entitled,  The 
Hearing  Aid  Marketplace:  Is  The  Consumer  Adequately  Protected? 
This  hearing  focused  on  alleged  misleading  and  deceptive  advertis- 
ing and  sales  practices  within  the  hearing  aid  industry.  The  hear- 
ing was  a  result  of  a  Minority  staff  investigation  of  hearing  aid 
manufacturers  and  distributors.  At  the  hearing,  the  Committee 
heard  testimony  from  Dr.  David  Kessler,  Commissioner  of  the  Food 
and  Drug  Administration,  on  actions  it  had  taken  in  response  to 
misleading  advertising  claims  by  manufacturers.  The  hearing  also 
addressed  the  need  for  minimum  competency  standards  for  licens- 
ing to  diagnose  the  need  for  and  sale  of  hearing  aids,  access  to 
hearing  health  care,  and  the  sometimes  prohibitive  cost  of  hearing 
aids.  Based  on  the  Aging  Committee's  investigations  and  hearings 
and  its  own  concerns,  the  FDA  announced  that  it  is  revising  its 
rules  on  the  dispensing  of  hearing  aids  and  has  held  public  hear- 
ings on  this  rulemaking. 
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3.  Congressional  Response 

Several  bills  were  introduced  in  1993  which  addressed  the  issue 
of  consumer  fraud  targeting  the  elderly. 

In  response  to  a  continuing  problem  with  groups  that  use  scare 
tactics  to  raise  money  by  sending  deceptive  mailings  to  senior  citi- 
zens, Senator  David  Pryor,  Chairman  of  the  Special  Committee  on 
Aging,  introduced  S.  1011,  the  Senior  Citizen  Protection  Act  of 
1993,  on  May  24,  1993.  The  mailings  in  question  are  designed  to 
look  like  official  government  mailings.  S.  1011  would  amend  Title 
XI  of  the  Social  Security  Act  to  improve  and  clarify  provisions  pro- 
hibiting misuse  of  symbols,  emblems,  or  names  in  reference  to  So- 
cial Security  programs  and  agencies.  Specifically,  S.  1011  would 
eliminate  the  current  $100,000  annual  cap  on  penalties  for  mailers 
who  misuse  the  words,  letters,  symbols,  or  emblems  of  Federal 
agencies.  Also,  it  would  consider  each  individual  piece  of  improper 
mail  to  be  a  separate  "violation"  and  add  a  new  definition  of  decep- 
tive mailing  that  would  prohibit  a  person  from  using  agency  names 
or  symbols  in  a  manner  that  could  "reasonably  be  interpreted  or 
construed  as  conveying"  a  relationship  with  those  agencies.  S.  1011 
was  referred  to  the  Committee  on  Finance  on  the  day  it  was  intro- 
duced. In  1992,  Senator  Pryor  succeeded  in  having  similar  legisla- 
tion made  a  part  of  an  omnibus  tax  bill,  which  was  subsequently 
vetoed  by  President  Bush. 

Two  related  bills  were  introduced  in  the  House  of  Representa- 
tives. Representative  Andrew  Jacobs  introduced  H.R.  978,  the  So- 
cial Security  Misleading  Mailings  and  Communications  Act  of  1993 
and  Representative  Barbara  Vucanovich  introduced  H.R.  2819,  the 
Senior  Citizens  Consumer  Protection  Act  of  1993.  Both  bills  were 
referred  to  the  Committee  on  Ways  and  Means. 

On  March  10,  1993,  Senator  Orrin  Hatch  introduced  S.  557,  the 
Senior  Citizens  Against  Marketing  Scams  Act  of  1993,  a  bill  to 
combat  telemarketing  fraud.  S.  556  would: 

Amend  the  Federal  criminal  code  to  provide  for  enhanced 
penalties  for  telemarketing  fraud  that  targets  or  victimizes 
persons  over  age  55; 

Direct  the  court  to  order  offenders  to  pay  restitution  to  per- 
sons who  sustain  losses  as  a  result  of  fraudulent  activity;  and 
forfeit  to  the  United  States  property  constituting  or  derived 
from  proceeds  obtained  as  result  of  the  offense; 

Require  the  U.S.  Sentencing  Commission  to  review  and,  if 
necessary,  amend  the  sentencing  guidelines  to  ensure  that  vic- 
tim related  adjustments  for  fraud  offenses  against  persons  over 
age  55  are  adequate; 

Authorize  the  U.S.  Attorney  General  to  make  awards  for  fur- 
nishing information  leading  to  the  prosecution  and  conviction 
of  telemarketing  fraud  offenders; 

Make  the  mail  fraud  statute  applicable  to  matter  sent  or  de- 
livered by  any  private  or  commercial  interstate  carrier; 

Set  forth  provisions  regarding  fraud  and  related  activity  in 
connection  with  access  devices; 

Direct  the  U.S.  Attorney  General  to  establish  a  national,  toll- 
free  telemarketing  fraud  hotline;  and 
Authorize  appropriations. 


389 


S.  551  was  amended  and  passed  by  the  Senate  by  voice  vote  on 
July  30,  1993.  On  November  5,  1993  the  text  of  S.  557  was  in- 
cluded in  S.  1607,  the  Violent  Crime  Control  and  Law  Enforcement 
Act  of  1993.  As  a  result  of  the  Aging  Committee  hearings  on 
consumer  fraud  against  the  elderly,  Senator  William  S.  Cohen, 
ranking  member  of  the  Special  Committee  On  Aging,  introduced  S. 
1217,  the  Elderly  Consumer  Fraud  Protection  Act.  Unlike  S.  556, 
S.  1217  includes  provisions  to  enhance  enforcement  efforts  against 
a  variety  of  consumer  scams,  even  when  telemarketing  is  not  in- 
volved. Specifically,  S.  1217  enhances  the  Federal  Trade  Commis- 
sion (FTC)  authority  by  directing  the  FTC  to  participate  in  the 
Treasury  Department's  Financial  Crime  Enforcement  Center;  al- 
lows FTC  to  bring  criminal  contempt  action  for  violations  of  court 
orders  in  the  same  manner  as  civil  penalties  and  other  Federal 
court  actions;  and  consolidates  venue  and  service  process  for  FTC 
actions.  S.  1217  also  increases  sentences  for  serious  consumer 
fraud,  and  authorizes  restitution  for  victims  and  criminal  and  civil 
forfeiture  for  consumer  fraud.  Some  provisions  of  S.  1217  were  in- 
corporated into  S.  556,  which  passed  the  Senate  as  part  of  the 
crime  bill. 


SUPPLEMENT  1 
Brief  Synopsis  of  Hearings  and  Workshops  Held  in  1993 

The  Senate  Special  Committee  on  Aging,  chaired  by  Senator 
David  Pryor  (D-AR),  convened  seven  hearings,  three  field  hearings, 
and  five  workshops  during  the  1st  Session  of  the  103rd  Congress. 

hearings 

February  24,  1993— The  Federal  Government's  Investment  in  New 
Drug  Research  and  Development:  Are  We  Getting  Our  Money's 
Worth? 

April  20,  1993— Controlling  Health  Care  Costs:  The  Long-Term 
Care  Factor 

May  6,  1993— Preventive  Health:  An  Ounce  of  Prevention  Saves  A 
Pound  of  Cure 

May  25,  1993— How  Secure  Is  Your  Retirement:  Investments,  Plan- 
ning, and  Fraud 

June  8,  1993 — The  Aging  Network:  Linking  Older  Americans  to 
Home  and  Community-Based  Care 

September  15,  1993— The  Hearing  Aid  Marketplace:  Is  the 
Consumer  Adequately  Protected? 

November  16,  1993— Pharmaceutical  Marketplace  Reform:  Is  Com- 
petition the  Right  Prescription? 

field  hearings 

April  14,  1993— Prescription  Drug  Prices:  Out-Pricing  Older  Ameri- 
cans, Bangor,  Maine 

August  13,  1993— Health  Care  Fraud  as  It  Affects  the  Aging, 
Racine,  Wisconsin 

November  12,  1993— Long-Term  Care  Provisions  in  the  President's 
Health  Care  Reform  Plan,  Madison,  Wisconsin 

WORKSHOPS 

April  16,  1993 — Innovative  Approaches  to  Guardianship 

April  21,  1993 — Cataract  Surgery:  Guidelines  and  Outcomes 

May  3,  1993— Rural  Health  and  Health  Reform 

July  15,  1993— Mental  Health  and  the  Aging 

September  23,  1993 — Improving  Income  Security  for  Older  Women 
in  Retirement:  Current  Issues  and  Legislative  Reform  Propos- 
als 

I  The  Federal  Government's  Investment  in  New  Drug  Research 
and  Development:  Are  We  Getting  Our  Money's  Worth9 
Washington,  DC,  February  24,  1993,  the  Honorable  David 
Pryor,  Presiding 
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WITNESS 

The  Honorable  Ron  Wyden  (D-OR) 

Caroline  Decker,  Arkansas  AIDS  Foundation,  Little  Rock,  AR 

Derek  Hodel,  Director,  Treatment  and  Research  Issues,  AIDS  Ac- 
tion Council,  Washington,  DC 

Ralph  Nader,  Consumer  Advocate,  Center  for  the  Study  of  Respon- 
sive Law;  accompanied  by  James  Love,  Consumer  Advocate,  Cen- 
ter for  the  Study  of  Responsive  Law 

Judith  Wagner,  Senior  Associate,  Health  Program  Office  of  Tech- 
nology Assessment;  accompanied  by  Michael  Gluck,  Senior  Ana- 
lyst, Health  Program,  Office  of  Technology  Assessment 

Peter  Arno,  Albert  Einstein  College  of  Medicine,  Monteflore  Medi- 
cal Center,  Bronx,  NY 

Bernadine  Healy,  M.D.,  Director,  National  Institutes  of  Health,  Be- 
thesda,  MD 

Dr.  Bruce  Chabner,  Director,  Division  of  Cancer  Treatment,  Na- 
tional Cancer  Institute,  National  Institutes  of  Health,  Bethesda, 
MD 

Gerald  J.  Mossinghoff,  President,  Pharmaceutical  Manufacturers 
Association 

George  B.  Rathmann,  ICOS  Corporation,  Industrial  Biotechnology 
Association,  and  Association  of  Biotechnology  Companies,  Se- 
attle, WA 

SYNOPSIS 

The  primary  objectives  of  this  hearing  were  to  determine  the  ex- 
tent to  which  the  Federal  Government  supports  the  research  and 
development  of  new  pharmaceutical  products  in  the  United  States, 
and  to  identify  policy  options  that  would  assure  that  the  pricing 
structure  of  a  drug  developed  with  substantial  Federal  involve- 
ment, or  through  a  Cooperative  Research  and  Development  Agree- 
ment (CRADA),  is  fair  and  reasonable. 

Specifically  discussed  was  the  substantial  involvement  of  the  Na- 
tional Institutes  of  Health  (NIH)  in  the  development  of  drugs  used 
to  treat  cancer  and  AIDS.  The  NIH  spends  approximately  $11  bil- 
lion annually  on  pharmaceutical  research  and  development,  includ- 
ing both  intramural  research  and  extramural  research  in  the  form 
of  grants  to  universities  and  other  entities.  According  to  the  NIH, 
the  Federal  Government  funds  42  percent  of  all  national  expendi- 
tures on  health  care  research,  compared  to  47  percent  from  the  pri- 
vate industry.  NIH's  involvement  in  the  development  of  new  drugs 
includes  nearly  all  aspects  of  drug  development  from  the  discovery 
of  new  agents  to  clinical  testing  of  drugs  in  humans. 

Throughout  the  testimony  heard,  many  examples  were  cited  in 
which  NIH  not  only  discovered  a  new  therapeutic  entity,  but  was 
also  directly  involved  with  pre-clinical  and  clinical  research  of  the 
drug.  Excessive  pricing  of  some  of  these  federally  funded  drugs  led 
NIH  to  modify  its  standard  CRADA  and  licensing  agreement  to  in- 
clude a  requirement  that  collaborators  acknowledge  the  public  in- 
vestment in  the  development  of  these  drugs.  The  new  cancer  drug 
Taxol  is  a  good  example. 

Taxol  was  discovered,  manufactured,  and  tested  in  humans  by 
the  National  Cancer  Institute.  NCI  then  gave  away  the  exclusive 
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rights  to  commercialize  all  NCI  past  and  future  Taxol  research 
through  a  CRADA  to  a  major  pharmaceutical  company  (Bristol 
Myers-Squibb)  that  agreed  to  a  "fair  pricing"  clause  in  the  CRADA. 
However,  concerns  were  raised  that  this  clause  was  futile  since 
there  is  no  monitoring,  enforcement,  or  no  guidelines  for  negotiat- 
ing a  reasonable  price.  This  was  reflected  when  Taxol's  price  was 
set  by  bizarre  negotiations  between  NCI  and  Bristol  Myers-Squibb. 
As  a  result,  BMS  can  manufacture  Taxol  for  about  $.25  per  milli- 
gram— less  than  6  percent  of  the  current  wholesale  price. 

In  the  discussion  that  followed,  several  policy  options  that  would 
assure  fair  and  reasonable  prices  were  mentioned  including  royal- 
ties, price  bidding,  and  using  patents  as  leverage.  A  representative 
of  the  Pharmaceutical  Manufacturers  Association  acknowledged 
that  Congress,  led  by  Senator  Pryor,  has  had  an  important  role  in 
terms  of  trying  to  moderate  or  hold  down  the  tremendous  esca- 
lation of  the  cost  of  drug  prices  to  the  American  public. 

Prescription  Drug  Prices:  Out-Pricing  Older  Americans,  Ban- 
gor, Maine,  April  14,  1993,  the  Honorable  William  J.  Cohen, 
Presiding 

witnesses 

Cora  Hancock,  Southwest  Harbor,  ME 

Patricia  Gott,  Bangor,  ME 

Ashley  Young,  Hampden,  ME 

Donald  W.  Krause,  M.D.,  Bangor,  ME 

Patricia  Eye,  R.N.,  Bangor,  ME 

Bernard  W.  Miller,  Pharmacist,  Bangor,  ME 

Colman  Smith,  Pharmacist,  Searsport,  ME 

Roberta  Downey,  Executive  Director,  Eastern  Agency  on  Aging, 

Brewer,  ME 
Elizabeth  McCullum,  Director,  Bureau  of  Medical  Services,  Maine 

Department  of  Human  Services 
Rosamond  Potter,  Senior  Spectrum,  Belfast,  ME 

synopsis 

Over  the  past  12  years,  prescription  drug  prices  have  consist- 
ently outpaced  the  general  rate  of  inflation.  In  fact,  from  1980  to 
1992,  drug  price  inflation  was  almost  six  times  the  rate  of  general 
inflation. 

The  drugs  most  commonly  used  by  the  elderly  have  jumped  in 
price  8  to  10  times  over  the  past  6  years.  In  many  instances,  there 
was  no  difference  in  the  drug  itself,  just  huge  increases  in  price  for 
the  same  product.  This  price  explosion  has  placed  a  tremendous  fi- 
nancial burden  on  the  millions  of  Americans  who  must  pay  for 
their  medications  out  of  pocket.  For  this  reason,  Senator  Cohen 
convened  this  hearing  to  hear  first  hand  about  the  impact  of  high 
drug  prices  on  those  who  are  taking  lifesaving  prescription  medica- 
tions. 

Witnesses,  like  Mrs.  Cora  Hancock  and  Mrs.  Ashley  Young,  said 
that  prescription  medication  costs  are  absorbing  an  increasing 
share  of  their  fixed  income.  The  monthly  drug  expenditures  in- 
curred by  Mrs.  Hancock  and  Mrs.  Young  amount  to  $110  and  $172, 
respectively.  Mrs.  Young,  who  applied  for  assistance  with  her  medi- 
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cation  costs,  said  that  if  she  is  does  not  qualify  for  any  of  the  as- 
sistance programs,  she  would  either  "cut  out  eating  or  cut  out  buy- 
ing drugs.  And  if  I  do  that,  I'm  going  to  be  back  in  the  hospital, 
and  it's  going  to  cost  that  much  more  for  Medicare." 

Dr.  Donald  Krause,  a  practicing  physician  in  Bangor,  said  that 
the  results  of  senior  citizens  not  being  able  to  afford  their  medica- 
tions result  in  several  negative  consequences.  One  is  that  patients 
are  being  treated  repeatedly  for  the  same  illness  because  they  can- 
not afford  to  take  the  medications  that  would  either  treat  or  control 
their  condition.  Dr.  Krause  noted  that  this  uis  a  very  expensive  way 
to  provide  medical  care." 

The  other  negative  effect  on  their  lives,  Dr.  Krause  said,  is  that 
because  medication  costs  are  such  a  high  percentage  of  their  total 
monthly  income,  many  older  Americans  have  to  forego  adequate 
food  and  nutrition.  "Even  maybe  more  serious  is  they  forego  all  so- 
cial activities,  which  then  has  a  negative  impact  on  their  quality 
of  life  and  makes  them  basically  isolated,"  Dr.  Krause  said. 

Other  witnesses  agreed  that  high  drug  prices  are  wreaking  havoc 
on  the  health  and  financial  security  of  persons  who  need  to  take 
prescription  medications,  and  that  measures  need  to  be  taken  to 
reign  in  the  cost  of  prescription  medications.  Or,  as  Senator  Cohen 
said,  to  "free  senior  citizens  who  are  being  held  hostage"  to  exorbi- 
tant price  increases.  / 

Innovative  Approaches  to  Guardianship,  Washington,  DC, 
April  16,  1993,  Ms.  Anna  Kindermann,  Moderator 

PRESENTERS 

Betsy  Abramson,  Elder  Law  Center,  Madison,  WI 

Teresa  Barton,  Director,  Urban  Jacksonville  Cathedral  Foundation, 
Jacksonville,  FL 

Michael  Casasanto,  Executive  Director,  Office  of  the  Public  Guard- 
ian, Concord,  NH 

Penelope  A.  Hommell,  Executive  Director,  Center  for  Social  Geron- 
tology, Ann  Arbor,  MI 

Carol  Jones,  Director,  Guardianship,  Inc.,  North  Little  Rock,  AR 

Ingo  Keilitz,  Vice  President,  Institute  for  Court  Management,  Na- 
tional Center  for  State  Courts 

WORKSHOP  SUMMARY 

This  workshop,  which  was  the  second  in  a  series  of  workshops 
on  guardianships,  was  held  to  examine  successful  approaches  to 
guardianships  around  the  country.  Guardianship  is  the  legal  rela- 
tionship in  which  one  person  (the  guardian)  is  appointed  to  act  or 
advocate  on  behalf  of  another  person  (the  ward),  who  is  unable  to 
make  competent  decisions  for  him/herself. 

The  presenters  described  what  their  respective  States  (Wiscon- 
sin, Florida,  New  Hampshire,  Michigan,  and  Arkansas)  were  doing 
to  divert  or  delay  guardianship,  as  well  as  approaches  utilized  to 
provide  strong  due  process  protections  for  proposed  wards,  good 
quality  guardianship  services,  and  good  monitoring.  Following  the 
presentations,  there  was  an  open  discussion  of  efforts  to  improve 
the  guardianship  system  and  how  these  efforts  might  be  replicated 
in  other  parts  of  the  country. 
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Some  of  the  more  successful  guardianship  programs  have  effec- 
tively utilized  advance  planning  to  avoid  the  need  for  guardianship; 
provided  intensive  client-oriented  services,  such  as  money  manage- 
ment, case  management,  and  other  advocacy  services  that  would 
facilitate  independence  for  clients;  improved  the  supply  and  quality 
of  volunteer  guardians;  and  adopted  and  used  standards  and  codes 
of  ethics  in  providing  guardianship  services  to  prevent  some  of  the 
abuses  that  nave  plagued  this  system  in  the  past. 

Controlling  Health  Care  Costs:  The  Long-Term  Care  Factor 
Washington,  DC,  April  20,  1993,  the  Honorable  David  Pryor', 
Presiding 

witnesses 

James  Sikking,  Hollywood,  CA 

Virginia  DiManna,  Germantown,  MD 

Walter  Dawson,  Falls  City,  OR 

Shelley  Fabares,  Vice-Chair,  Public  Policy  Committee,  Alzheimer's 
Association,  Sherman  Oaks,  CA 

Beverly  Hynes,  Vassalboro,  ME 

Kojo  Nnamdi,  Host  of  "Evening  Exchange,"  Washington,  DC 

Herb  Sanderson,  Director,  Division  of  Aging  and  Adult  Services, 
Department  of  Health  and  Human  Services,  Little  Rock,  AR 

T.  Franklin  Williams,  M.D.,  Professor  of  Medicine,  University  of 
Rochester  School  of  Medicine  and  Dentistry,  Rochester,  NY 

Beverly  A.  Baldwin,  Ph.D.,  R.N.,  FAAN,  School  of  Nursing,  Univer- 
sity of  Maryland  at  Baltimore,  MD 

synopsis 

The  purpose  of  this  hearing  was  to  discuss  the  growing  need  for 
a  comprehensive  long-term  care  system,  or  more  specifically  the 
need  for  home  and  community  based  services  for  the  elderly  and 
disabled. 

Between  9  and  1 1  million  Americans  of  all  ages  need  some  type 
of  long-term  care.  Two-thirds  of  them  are  elderly,  the  other  third 
are  under  the  age  of  65.  The  vast  majority  of  this  care  is  being  pro- 
vided in  the  home  by  family  and  friends.  While  most  caregivers 
consider  their  responsibility  a  labor  of  love,  it  can  be  an  enormous 
burden. 

During  the  course  of  the  hearing,  caregivers,  as  well  as  aging  ad- 
vocates, testified  about  the  importance  of  long-term  care  assistance 
in  the  realm  of  health  care  reform  measures.  Mr.  James  Sikking, 
who  provided  care  to  his  mother  who  was  suffering  with  Pick's  dis- 
ease, said  that  health  care  and  long-term  care  must  be  integrated. 
And  that  by  treating  long-term  care  problems  as  though  they  are 
less  important  than  medical  care,  we  are  bankrupting  our  families, 
creating  unnecessary  expenditures  for  society,  and  negating  a  natu- 
ral and,  for  most  of  us,  inevitable  stage  of  life. 

Most  families  provide  as  much  care  as  they  are  able  to  give,  fill- 
ing in  whatever  they  can  afford  in  the  community  until  they  are 
both  physically  and  financially  drained.  For  many  people  there  is 
little  or  no  relief  in  sight,  either  because  of  financial  constraints  or 
the  unavailability  of  care.  Ms.  Virginia  DiManna  painfully  de- 
scribed how  she  was  forced  to  care  for  her  husband  (who  has  Alz- 


396 

heimer's  disease)  for  10  years  because  they  did  not  qualify  for  fi- 
nancial assistance  for  community-based  long-term  care.  She  said, 
"While  Daniel  suffered  the  cognitive  decline  resulting  from  Alz- 
heimer's disease,  I  suffered  the  physical  decline  resulting  from  the 
relentless  caregiving  he  required  and  the  failure  of  our  long-term 
health  care  system  to  provide  assistance." 

Witnesses  agreed  that  American  families  who  are  caring  for  a 
chronically  ill  or  disabled  person  are  not  asking  that  they  be  com- 
pletely relieved  of  their  responsibilities.  What  they  are  asking  for 
today  is  some  support  and  some  assistance  in  providing  that  care 
whether  it  be  respite  care,  home  health  services,  or  adult  day  care. 

Cataract  Surgery:  Guidelines  and  Outcomes,  Washington, 
DC,  April  21,  1993,  Ms.  Nancy  Smith,  Moderator 

PRESENTERS 

Eleanor  Chelimsky,  Assistant  Comptroller  General,  General  Ac- 
counting Office,  Program  Evaluation  and  Methodology  Division 

Denis  OT)ay,  M.D.,  Professor  and  Chairman,  Department  of  Oph- 
thalmology, Vanderbilt  University 

Risa  Lavizzo-Mourey,  M.D.,  Deputy  Administrator,  Agency  for 
Health  Care  Policy  and  Research,  HHS 

Earl  Steinberg,  M.D.,  Director,  Johns  Hopkins'  Program  for  Medi- 
cal Technology  and  Practice  Assessment 

WORKSHOP  SUMMARY 

Cataract  surgery  is  one  of  the  most  common  surgical  procedures 
performed  in  the  United  States  on  persons  age  65  and  older.  In 
1991,  alone,  the  Medicare  program  paid  for  more  than  1.3  million 
cataract  surgeries.  For  many  patients,  cataract  surgery  provides  a 
dramatic  improvement  in  vision.  Yet  the  potential  also  exists  for 
patients  to  suffer  complications  that  result  in  worse  rather  than 
better  vision  or  to  have  the  procedure  done  when  they  do  not  really 
need  it. 

This  workshop  was  convened  to  present  the  results  of  a  General 
Accounting  Office  (GAO)  study  titled  Cataract  Surgery:  Guidelines 
and  Outcomes.  The  report  presents  the  results  from  a  survey  of  pa- 
tients who  had  cataract  surgery  performed  under  the  Medicare  pro- 
gram. It  describes,  from  the  patients'  perspectives,  their  eye  symp- 
toms and  visual  limitations  prior  to  their  outcomes.  It  also  presents 
data  on  the  outcomes  of  those  operations. 

Eleanor  Chelimsky,  Assistant  Comptroller  General,  GAO,  re- 
ported that  the  majority  of  patients  (who  had  undergone  cataract 
surgery)  did  "very  well  with  regard  to  outcomes.  In  other  words, 
the  data  showed  that  a  large  majority  of  patients  perceived  a  clear 
benefit  from  their  cataract  surgeries,  and  very  few  patients  re- 
ported being  worse  off  after  the  surgery  than  before. 

With  regard  to  the  second  finding  concerning  the  appropriateness 
of  surgery,  the  study  showed  that  there  could  be  anywhere  from  2.5 
percent  to  24  percent  of  unnecessary  cataract  surgery  performed 
each  year.  The  study  shows  that,  depending  on  the  criterion  adopt- 
ed for  medical  necessity,  the  Medicare  program  may  be  unneces- 
sarily expending  millions  of  dollars  on  inappropriate  cataract  sur- 
gery. The  GAO  concluded  that  if  the  volume  of  inappropriate  sur- 
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genes  could  be  reduced  "not  only  might  financial  savings  be  real- 
ized but  health  services  to  individuals  with  cataracts  would  im- 
prove." 

In  order  to  reduce  the  level  of  inappropriate  surgery,  the  Amer- 
ican Academy  of  Ophthalmology  put  forth  the  following  guidelines, 
all  of  which  must  be  met  in  order  for  the  surgery  to  be  considered 
appropriate:  (1)  the  patient  should  perceive  a  visual  disability;  (2) 
the  patient's  vision  must  be  impaired;  (3)  the  patient  should  be  in- 
formed of  the  risks  and  benefits  of  the  surgery,  and  should  make 
his/her  own  decision  that  the  benefits  outweigh  the  risks. 

While  the  GAO  report  does  not  offer  any  recommendations  to  ad- 
dress the  level  of  inappropriate  care,  the  Agency  for  Health  Care 
Policy  and  Research  advises  that  the  patient  should  be  a  "well-in- 
formed and  active  participant"  in  the  decision  making  process;  the 
surgery  should  be  dependent  on  the  extent  of  functional  impair- 
ment; and  the  ultimate  decision  to  have  the  surgery  should  rest 
with  the  patient. 

Rural  Health  and  Health  Reform,  Washington,  DC,  May  3, 
1993,  Mr.  Jeff  Human,  Moderator 

presenters 

Nancy  Barrand,  Robert  Wood  Johnson  Foundation 

Charles  McGrew,  Arkansas  Department  of  Health 

David  Helms,  Ph.D.,  Alpha  Center  Director 

Ira  Moscovice,  Ph.D.,  University  of  Minnesota 

John  Coombs,  M.D.,  University  of  Washington 

Anne  Schwartz,  Senior  Analyst,  Physician  Payment  Review  Com- 
mission 

Robert  Dickler,  Association  of  American  Medical  Colleges 

Marc  L.  Rivo,  M.D.,  M.P.H.,  Council  on  Graduate  Medical  Edu- 
cation 

Charles  O.  Cranford,  D.D.S.,  University  of  Arkansas  Medical  Cen- 
ter 

Robert  M.  D'Alessandri,  M.D.,  Association  of  Academic  Medical 
Centers 

John  M.  Tudor,  M.D.,  American  Academy  of  Family  Physicians 

Robert  G.  Luke,  M.D.,  Association  of  Professors  of  Medicine 

Brian  Hyps,  American  Osteopathic  Hospital  Association,  Associa- 
tion of  Osteopathic  Directors  and  Medical  Educators 

Bruce  Behringer,  M.P.H.,  National  Rural  Health  Association 

Darryl  Leong,  M.D.,  M.P.H.,  National  Association  of  Community 
Health  Centers 

Dena  S.  Puskin,  Ph.D.,  National  Advisory  Committee  on  Rural 
Health 


WORKSHOP  SUMMARY 


This  workshop  was  held  in  conjunction  with  the  Senate  Rural 
Health  Caucus  to  examine  how  health  care  reform  goals  can  be 
achieved  in  medically  underserved  rural  communities. 

Rural  Americans — a  quarter  of  the  Nation's  population— are  hit 
hard  by  our  current  system  of  health  care.  With  fewer  health  care 
providers,  very  little  preventive  care,  growing  numbers  of  unin- 
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sured,  and  rapidly  rising  costs,  rural  America  experiences  the 
worst  flaws  in  our  health  care  system. 

This  day-long  workshop  was  divided  into  two  parts.  The  morning 
session  included  a  discussion  of  key  recommendations  developed 
during  a  national  rural  health  summit  held  in  Little  Rock,  AR,  in 
March,  including  the  recommendation  that  "dramatic  changes  will 
be  needed  to  provide  an  adequate  supply  of  primary  health  care 
providers  in  rural  areas." 

The  afternoon  proceedings  focused  on  one  such  "dramatic" 
change  that  was  proposed  by  a  Congressional  advisory  group.  The 
Physician  Payment  Review  Commission  (PPRC)  recommended  a 
complete  restructuring  and  refinancing  of  graduate  medical  edu- 
cation, in  part  to  attract  general  practitioners  to  rural  areas. 

Participants  engaged  in  a  detailed  discussion  of  the  PPRC  rec- 
ommendations, as  well  as  alternative  ways  to  increase  the  number 
of  primary  care  physicians  to  service  rural  Americans.  Workshop 
participants  included  representatives  from  the  Association  of  Amer- 
ican Medical  Colleges,  the  National  Rural  Health  Association,  the 
American  Association  of  Family  Physicians,  and  the  Council  on 
Graduate  Medical  Education. 

Preventive  Health:  An  Ounce  of  Prevention  Saves  a  Pound 
of  Cure,  Washington,  DC,  May  6,  1993,  the  Honorable  David 
Pryor,  Presiding 

witnesses 

Robert  M.  Butler,  M.D.,  Chairman  of  the  Department  of  Geriatrics 
and  Adult  Development,  Mount  Sinai  Hospital,  New  York,  NY 

Dr.  Pearl  S.  German,  Professor,  Department  of  Health  Policy  and 
Management,  School  of  Hygiene  and  Public  Health,  Johns  Hop- 
kins University,  Baltimore,  MD 

Ms.  Mary  Edith  Rogers,  American  Association  of  Retired  Persons, 
Gastonia,  NC 

Dileep  G.  Bal,  M.D.,  Coalition  for  Smoking  OR  Health,  Sacramento, 
CA 

Dr.  Michael  Jacobson,  The  Center  for  Science  in  the  Public  Inter- 
est, Washington,  D.C. 

synopsis 

One  of  the  best  ways  to  cut  Federal  health  care  costs,  while  pro- 
moting the  health  of  older  Americans  is  to  prevent  costly  diseases 
and  disabilities.  Even  though  evidence  indicates  that  preventive 
health  measures  would  increase  quality  of  life,  decrease  health  care 
costs,  and  generally  improve  the  present  and  future  health  of  the 
public,  there  has  been  a  reluctance  to  apply  health  promotion  strat- 
egies— especially  to  older  Americans.  Accordingly,  Chairman  Pryor 
convened  this  hearing  to  explore  the  positive  relationship  between 
health  promotion  and  disease  prevention  and  its  impact  on  older 
Americans. 

Witnesses  agreed  that  older  Americans  could  benefit  significantly 
from  preventive  health  measures.  Lower  rates  of  tobacco  use,  alco- 
hol consumption,  increased  immunizations,  and  better  diets  would 
result  in  fewer  functional  disabilities,  improve  physical,  mental, 
and  social  well-being,  and  postpone  the  need  for  long-term  care. 
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Witnesses  also  described  the  effectiveness  of  preventive  meas- 
ures. They  discussed  the  costs  to  society  and  the  health  care  sys- 
tem of  risky  choices  such  as  smoking,  drinking  alcohol  excessively, 
and  eating  high-fat  foods.  A  congressional  Office  of  Technology  As- 
sessment study  documented  that  in  1990  tobacco  cost  society  $68 
billion,  including  $21  billion  to  the  health  care  system.  The  latest 
study  on  alcohol  concludes  that  the  1990  cost  to  society  were  $98 
billion,  including  $23  billion  to  the  health  care  system. 

Several  recommendations  were  offered  as  to  how  best  to  educate 
the  elderly  on  the  need  for  prevention. 

How  Secure  Is  Your  Retirement:  Investments,  Planning,  and 
Fraud?  Washington,  DC,  May  25,  1993,  the  Honorable  David 
Pryor,  Presiding 

witnesses 

Minnie  Pharr,  investment  victim,  Walls,  MI 

John  Us,  investment  victim,  Fairfield,  CT 

G.W.  McDonald,  Chair,  Enforcement  Policy  Committee,  North 
American  Securities  Administrators  Administration;  Assistant 
Commissioner,  Enforcement  Division,  California  Department  of 
Corporations 

Stephen  L.  Diamond,  Securities  Administrator,  State  of  Maine 

Barry  C.  Guthary,  President,  North  American  Securities  Adminis- 
trators Association,  Director,  Securities  Division,  Massachusetts 
Secretary  of  State 

Mary  E.  Calhoun,  President,  Calhoun  Consulting  Group,  Inc. 

Paul  Westbrook,  President,  Westbrook  Financial  Advisors,  Inc. 

Lester  I.  Kaplan,  Executive  Director,  Jewish  Community  Center  of 
Greater  Washington 

SYNOPSIS 

This  hearing  focused  on  financial  fraud  and/or  abuse  that  targets 
or  disproportionately  affects  the  elderly  and  threatens  their  retire- 
ment. The  Committee  explored  how  declining  interest  rates  cause 
many  seniors  of  modest  means  to  look  for  new  avenues  to  increase 
the  rate  of  return  on  their  money,  which  in  turn  makes  them  more 
susceptible  to  fraud.  In  many  instances,  retirees  or  those  nearing 
retirement  have  lump-sum  retirement  benefits  and  other  assets 
from  a  lifetime  of  work  and  savings  which  makes  them  attractive 
targets  for  dishonest  advisors  or  salespeople. 

Financial  fraud  or  abuse  exists  in  many  forms,  whether  it  is  out- 
right misrepresentation  of  facts,  or  investments  that  are  unsuitable 
for  older  investors.  The  witnesses — victims  of  financial  fraud  or 
abuse,  State  security  regulators,  and  aging  investment  advocates — 
recounted  some  of  the  abuses  that  occur  and  made  recommenda- 
tions on  how  to  combat  fraudulent  investment  activities. 

Mr.  John  Us,  for  example,  told  members  of  the  Committee  that 
he  lost  $50,000  of  his  life  savings  in  what  appears  to  be  an  invest- 
ment scam  after  a  "securities  broker"  advised  him  to  invest  his  sav- 
ings in  penny  stocks. 

While  different  types  of  investment  abuses  require  different  re- 
sponses, Stephen  L.  Diamond,  the  Securities  Administrator  for  the 
State  of  Maine,  explained  that  when  dealing  with  soft-core  fraud 
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and  incompetence,  "regulators  and  industry  leaders  need  to  raise 
the  level  of  professionalism  in  the  securities  business."  This  profes- 
sionalism consists  of  two  elements — expertise  in  one's  field  and  ad- 
herence to  high  ethical  standards. 

And  finally  G.W.  McDonald  offered  the  following  tips  on  safe  in- 
vesting for  older  Americans: 
— Don't  buy  investments  over  the  phone 
— Demand  a  Prospectus 
— Do  Homework  (Read  prospectus;  if  you  don't  understand,  have 

someone  else  read  it  before  you  give  money) 
— Check  Broker's  Record  (Call  National  Association  of  Securities 
Dealers  or  call  the  North  American  Securities  Administrators  As- 
sociation at  202-737-0900) 
— Define  your  own  investment  options  (i.e.  low  risk;  steady  income; 
get  the  broker  to  sign  a  statement  agreeing  with  you  on  these  ob- 
jectives) 
— Don't  give  control  (don't  give  the  broker  complete  control — never 
sign  a  paper  that  gives  the  broker  the  right  to  buy  and  sell  with- 
out your  approval) 
— Read  Statements  (call  your  broker  if  you  don't  understand  the 
statement) 

The  Aging  Network:  Linking  Older  Americans  to  Home  and 
Community-Based  Care,  Washington,  DC,  June  8,  1993,  the 
Honorable  David  Pryor,  Presiding 

witnesses 

The  Honorable  Fernando  M.  Torres-Gil,  Ph.D.,  Assistant  Secretary 
for  Aging,  Administration  on  Aging,  U.S.  Department  of  Health 
and  Human  Services,  Washington,  DC;  accompanied  by  Portia 
Porter  Mittelman,  Principal  Deputy  Assistant  Secretary  for 
Aging;  and  Edwin  Walker,  Director  of  State  and  Community- 
Based  Programs 

Donna  McDowell,  Director,  Bureau  on  Aging,  Wisconsin  Depart- 
ment of  Health  and  Social  Services,  Madison,  WI 

James  C.  Wilson,  Administrator,  Oregon  Senior  and  Disabled  Serv- 
ices Division,  Portland,  OR 

Elaine  Eubank,  Executive  Director,  Central  Arkansas  Area  Agency 
on  Aging,  North  Little  Rock,  AR 

Donna  Sargent,  Director  of  Health  Services,  Community  Health 
and  Counseling  Services,  Bangor,  ME 

Frances  M.  Hicks,  Caregiver,  Alexandria,  VA 

SYNOPSIS 

The  aging  network,  composed  of  the  Administration  on  Aging, 
U.S.  Department  of  Health  and  Human  Services,  50  State  Offices 
on  Aging,  and  670  area  agencies  on  aging,  supports  and  admin- 
isters a  wide  array  of  services  to  enable  the  elderly  remain  healthy 
and  independent  in  their  homes  and  communities.  These  services 
prevent  many  seniors  from  having  to  enter  nursing  homes  or  other 
long-term  care  facilities.  Not  only  are  home  based  services  tradi- 
tionally less  expensive  than  other  forms  of  institutionalization,  but 
they  are  also  preferred  by  most  older  Americans  and  their  families. 
Accordingly,  the  Senate  Special  Committee  on  Aging  examined  the 
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role  of  the  aging  network  in  delivering  home  and  community  based 
services,  as  well  as  its  ability  to  support  any  future  long-term  care 
system. 

Witnesses  agreed  that  the  aging  network  must  be  used  and  built 
upon  in  order  to  effectively  provide  long-term  care  services  to  the 
disabled  and  older  Americans.  This  important  network,  as  Elaine 
Eubank,  Executive  Director,  Central  Arkansas  Area  Agency  on 
Aging  pointed  out,  "has  a  long  and  successful  track  record  in  home 
and  community  based  care,"  and  therefore  is  the  "logical  frame- 
work for  a  national  system  of  long-term  care  and  should  be  an  inte- 
gral part  of  health  care  reform. " 

States  have  been  in  the  forefront  in  restructuring  their  long-term 
care  systems  in  order  to  reduce  or  control  the  cost  of  institutional 
care.  State  and  local  agencies  on  aging  have  played  a  substantial 
role  in  these  initiatives  by  serving  as  a  base  for  building  a  com- 
prehensive system  of  social,  health,  and  supportive  services  for  sen- 
ior citizens,  and  in  effect,  laying  the  foundation  for  long-term  care. 

This  hearing  provided  the  Congress  with  a  better  idea  of  the  type 
of  long-term  care  programs  at  work  on  the  State  level  and  what 
role  the  Aging  Network  has  and  can  play  in  delivering  services — 
and  in  helping  families  make  their  long-term  care  decisions. 

Mental  Health  and  the  Aging,  Washington,  DC,  July  15,  1993, 
Ms.  Nancy  Coleman  and  Mr.  Larry  Rickards,  Moderators 

PRESENTERS 

Tipper  Gore,  Keynote  Speaker 

Barry  Lebowitz,  Chief  of  the  Mental  Disorders  of  the  Aging  Re- 
search Branch,  National  Institute  of  Mental  Health 

Gene  Cohen,  M.D.,  Deputy  Director,  National  Institute  on  Aging 

Marilyn  Bonjean,  ICF  Consultants,  Inc.,  Milwaukee,  WI 

Nancy  Osgood,  Department  of  Gerontology,  Virginia  Common- 
wealth University  at  Richmond 

Peter  Rabins,  M.D.,  Johns  Hopkins  Hospital 

Michael  Smyer,  Professor  of  Human  Development,  The  Pennsylva- 
nia State  University 

Harriet  McCombs,  Ph.D.,  Center  for  Mental  Health  Services,  Sub- 
stance Abuse  and  Mental  Health  Services  Administration 

Marianne  Smith,  Geropsychiatric  Clinical  Nurse  Specialist,  Abbe 
Center  for  Community  Mental  Health  Services,  Cedar  Rapids,  LA 

Gary  Gottlieb,  M.D.,  University  of  Pennsylvania 

workshop  summary 

Mental  disorders  are  widespread  among  older  persons.  Of  the  32 
million  older  Americans,  about  4  million  suffer  from  dementing  dis- 
orders, about  5  million  suffer  from  serious  and  persistent  symp- 
toms of  depression,  and  another  1  million  suffer  from  major  depres- 
sive disorders.  Prevalence  is  particularly  high  in  nursing  homes 
and  other  residential  care  facilities  where  more  than  2  of  every  3 
of  the  1.5  million  residents  of  nursing  homes  have  diagnosable 
mental  disorders. 

Ironically,  despite  the  prevalence  of  mental  disorders,  only  a  mi- 
nority of  elderly  are  receiving  adequate  treatment.  The  reasons  for 
this  vary  but  they  include  lack  of  available  services,  inability  to 
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pay,  and  an  absence  of  information  on  available  treatment  options. 
Accordingly,  the  Senate  Special  Committee  on  Aging  convened  an 
expert  panel  of  witnesses  to  discuss  the  need  for  mental  health 
services,  and  the  efficacy  and  access  of  these  services. 

Four  major  classes  of  mental  disorders  account  for  the  majority 
of  illness,  disability,  and  health  care  costs  among  older  Americans: 
dementia,  delirium,  mood  disorder,  and  psychosis.  These  illnesses, 
according  to  Barry  Lebowitz,  Chief  of  Mental  Disorders  of  the 
Aging  Research  Branch,  NIMH,  are  "serious  public  health  con- 
cerns" that  can  often  lead  to  destructive  behaviors  and  in  some 
cases  can  be  fatal. 

Dr.  Nancy  Osgood  said  that  because  the  elderly  do  not  tend  to 
seek  mental  health  treatment,  depression — which  has  an  80%  suc- 
cessful treatment  rate — can  often  lead  to  elderly  suicide.  Older  peo- 
ple (65+)  make  up  the  age  group  at  highest  risk  for  suicide. 

Panelists  agreed  that  there  is  a  definite  need  for  mental  health 
services,  and  that  unless  there  is  more  recognition,  treatment,  and 
education,  the  future  outlook  is  not  very  promising. 

Health  Care  Fraud  as  it  Affects  the  Aging,  Racine,  Wiscon- 
sin, August  13,  1993,  the  Honorable  Herb  Kohl,  Presiding 

witnesses 

The  Honorable  James  E.  Doyle,  Attorney  General,  State  of  Wiscon- 
sin 

Tony  Valeo,  Senior  Action  Council  of  Kenosha  County,  Kenosha, 
WI 

Wilma  R.  Marko,  Racine,  WI 

Lou  De  Marco,  Executive  Director,  Senior  Action  Council  of  Keno- 
sha County,  Kenosha,  WI 

Gene  Lehrmann,  President-Elect,  American  Association  of  Retired 
Persons 

Michael  Dyer,  Regional  Inspector  General  for  Investigations,  Chi- 
cago Field  Office,  Department  of  Health  and  Human  Services 

Tim  Cullen,  President  for  Government  Programs,  Blue  Cross-Blue 
Shield  United  of  Wisconsin. 

Ned  Boston,  Director,  Medicare  Administration,  Wisconsin  Physi- 
cians Service  Insurance  Co. 

synopsis 

Senator  Herb  Kohl  held  this  hearing  to  examine  the  impact  of 
health  care  fraud  on  the  elderly.  It  is  currently  estimated  that  10 
percent  of  the  dollars  that  are  spent  on  health  care  in  America  are 
being  lost  through  waste,  fraud,  and  abuse.  In  1993,  some  $90  bil- 
lion was  lost  through  illegal  or  unethical  activities. 

At  the  hearing  witnesses  described  how  health  care  fraud  is  oc- 
curring and  the  impact  this  fraud  is  having  on  consumers.  Attorney 
General  James  Doyle  said  that  a  large  number  of  "unscrupulous  of- 
fers are  being  made  by  direct  mail  firms  and  telemarketers  that  try 
to  take  money  away  from  older  Wisconsin  residents"  by  offering 
them  medical  products  of  "dubious"  value. 

For  example,  the  State  of  Wisconsin  sued  Gerovicap  Pharma- 
ceutical Corporation  for  the  promotion  of  vitamin  products.  In  this 
scam,  customers  had  to  buy  $500  worth  of  vitamins  in  order  to 
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claim  a  new  Cadillac,  $40,000  in  cash,  2,000  ounces  of  silver,  or  a 
cocktail  ring.  Virtually,  all  the  customers  got  a  cheap  cocktail  ring 
for  their  purchase  of  vitamins  for  $500. 

In  addition  to  losing  money,  the  Attorney  General's  office  ex- 
pressed concern  that  older  people  who  purchase  vitamin  products 
through  telemarketing  promotions  may  use  the  vitamins  without 
appropriate  medical  guidance  or  take  excessive  or  unsafe  amounts. 
Moreover,  consumers  with  limited  incomes  who  have  spent  a  lot  of 
money  on  vitamins  may  forgo  the  needed  treatment  that  they  must 
have  from  medical  professionals. 

One  witness  testified  that  she  lost  over  $1,000  to  an  unscrupu- 
lous company  who  attempted  to  sell  her  a  bogus  emergency  medical 
device,  that  she  could  have  received  from  a  local  hospital  for  just 
$15  a  month. 

Gene  Lehrmann,  President-Elect,  American  Association  of  Re- 
tired Persons,  said  that  the  Medicare  program  is  also  affected  by 
health  care  fraud.  He  said  that  overtoiling  for  services,  knowingly 
providing  and  billing  for  unnecessary  services,  and  billing  for  phan- 
tom services  not  rendered  have  resulted  in  increased  costs  for  the 
Medical  beneficiary. 

Recommendations  were  offered  as  to  how  to  combat  health  care 
fraud  and  abuse.  Witnesses  agreed  that  tougher  criminal  sanctions 
are  needed  against  those  who  rob  the  health  care  system. 

The  Hearing  Aid  Marketplace:  Is  the  Consumer  Adequately 
Protected?  Washington,  DC,  September  15,  1993,  the  Hon- 
orable David  Pryor,  Presiding 

witnesses 

Doris  H.  Lomax,  Tampa,  FL 

Miles  Kidd,  Kanawha,  WV 

David  Kessler,  M.D.,  Commissioner,  Food  and  Drug  Administra- 
tion, accompanied  by  Joseph  Levitt,  Deputy  Director,  Center  for 
Devices  in  Radiological  Health 

Dr.  Margaret  Dixon,  Vice  President,  American  Association  of  Re- 
tired Persons 

Don  Darling,  Deputy  Attorney  General,  State  of  West  Virginia 

Donna  Sorkin,  Executive  Director,  Self  Help  for  the  Hard  of  Hear- 
ing People,  Inc. 

Jerome  Goldstein,  M.D.,  Executive  Vice  President,  Academy  of  Oto- 
laryngology 

Dr.  Thomas  OToole,  President,  American  Speech-Language-Hear- 
ing Association 

Robin  Holm,  Executive  Director,  International  Hearing  Society 

synopsis 

The  purpose  of  this  hearing  was  to  investigate  allegations  of  mis- 
leading advertising  and  deceptive  sales  practices  by  hearing  aid 
manufacturers  and  dealers.  A  number  of  hearing  aid  manufactur- 
ers have  come  under  fire  from  the  Food  and  Drug  Administration 
because  their  advertising,  promotional,  and  labeling  claims  have 
been  found  to  be  "misleading  and  unbalanced."  These  manufactur- 
ers have  made  unsubstantiated  performance  claims  like  their  prod- 
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ucts  would  significantly  improve  speech  recognition  is  noisy  envi- 
ronments and  simultaneously  filter  out  background  noise. 

According  to  David  Kessler,  M.D.,  Commissioner,  Food  and  Drug 
Administration,  the  "hearing  aid  industry  has  become  an  increas- 
ingly aggressive,  competitive  business."  With  hearing  aid  sales 
nearing  $1  billion,  more  manufacturers  have  resorted  to  making 
unsubstantiated  performance  claims  about  their  products  to  sway 
consumers  to  purchase  their  particular  products. 

Witnesses  described  some  of  the  problems  in  the  industry;  ac- 
tions being  taken  by  the  FDA  and  State  regulatory  agencies  to  pro- 
tect the  consumers  against  misleading  advertising,  unethical  sales 
practices,  and  the  lack  of  standards  for  testing  and  fitting  of  hear- 
ingaids. 

The  American  Association  of  Retired  Persons  (AARP)  also  re- 
leased a  report  summarizing  an  investigation  by  AARP  of  the  hear- 
ing aid  marketplace,  which  included  a  consumer  satisfaction  survey 
that  found  that  less  than  50  percent  of  consumers  reported  being 
satisfied  with  their  hearing  aids. 

AARP  Vice  President  Margaret  Dixon  said  that  greater  enforce- 
ment by  Federal  and  State  regulators  is  needed  "to  protect  consum- 
ers of  hearing  aids."  Additionally,  Ms.  Dixon  recommended  that 
consumers  need  to  be  "better  educated"  when  shopping  for  hearing 
aids. 

AARP  called  for  national  standards  for  hearing  evaluations  and 
a  30-day  return  period  on  the  sale  of  all  hearing  aids.  Consumers 
were  urged  to  visit  a  physician  before  buying  an  aid,  get  written 
estimates  for  all  costs  associated  with  the  hearing  aid,  and  be  skep- 
tical of  high  pressure  sales  tactics. 

Improving  Income  Security  for  Older  Women  in  Retirement: 
Current  Issues  and  Legislative  Reform  Proposals,  Wash- 
ington, DC,  September  23,  1993,  Ms.  Mia  Masten,  Moderator 

presenters 

Martha  N.  Ozawa,  Bettie  Bofinger  Brown  Professor  of  Social  Policy, 
George  Warren  Brown  School  of  Social  Work,  Washington  Uni- 
versity, St.  Louis,  MO 

Sara  E.  Rix,  Senior  Analyst,  Public  Policy  Institute,  American  As- 
sociation of  Retired  Persons,  Washington,  DC 

Lori  Simon-Rusinowitz,  University  of  Maryland  Center  on  Aging, 
National  Eldercare  Institute  on  Employment  and  Volunteerism, 
College  Park,  MD 

Laurel  E.  Beedon,  Senior  Analyst,  Public  Policy  Institute,  Amer- 
ican Association  of  Retired  Persons,  Washington,  DC 

M.  Cindy  Hounsell,  Coordinator,  Women's  Pension  Advocacy  Coun- 
cil, Pension  Rights  Center,  Washington,  DC 

Jonathan  Adelstein,  Professional  Staff  Member,  Special  Committee 
on  Aging,  U.S.  Senate 

WORKSHOP  SUMMARY 

The  purpose  of  this  forum  was  to  discuss  ways  to  improve  the  in- 
come security  of  older  women.  According  to  Lori  Simon-Rusinowitz, 
the  majority  of  impoverished  older  people  are  women.  The  reasons 
for  this  situation  vary,  but  they  include  wage  inequities  in  the 
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workplace,  intermittent  work  patterns  due  to  caregiving  respon- 
sibilities, and  the  greater  likelihood  of  divorce. 

Concern  about  Social  Security's  protection  for  women  has  in- 
creased significantly  in  the  past  20  years  because  of  their  changing 
career  patterns  and  family  obligations.  Like  men,  women  take  their 
earned  Social  Security  credits  with  them  when  changing  jobs  or 
leaving  the  paid  labor  force.  Like  men,  they  may  also  receive  bene- 
fits based  on  the  labor  force  participation  of  a  spouse.  However,  be- 
cause of  wage  inequities  in  the  workplace  and  division  of  labor 
within  households,  even  women  who  work  outside  the  home  are 
likely  to  earn  considerably  less  than  men,  and  hence  are  likely  to 
end  up  with  lower  benefits  as  retired  workers  than  spouses  of  re- 
tired workers. 

Panelists  discussed  a  range  of  issues  ranging  from  the  variations 
in  financial  security  among  racial  and  ethnic  groups  (the  income 
level  of  elderly  black  and  Hispanic  women  is  very  much  lower  than 
the  income  level  of  white  elderly  persons)  to  income  security  issues 
of  single  older  women  and  married  women  (older  single  women  are 
about  four  times  more  likely  as  their  married  counterparts  to  be 
living  in  poverty).  Additionally,  key  areas  of  reform  are  offered  to 
improve  retirement  income  for  older  women.  Legislative  proposals 
were  discussed  that  would  amend  aspects  of  the  Social  Security  law 
and  pension  coverage  and  vesting. 

Long-Term  Care  Provisions  in  the  President's  Health  Care 
Reform  Plan,  Madison,  WI,  November  12,  1993,  the  Honor- 
able Russell  Feingold,  Presiding 

witnesses 

Jettie  Lee  Jones,  Wife  of  Community  Options  Program  recipient, 
Milwaukee,  WI 

Robert  Deist,  Personal  Care  Program  Director,  Madison,  WI 

Charles  McLaughlin,  Supervisor,  Jackson  County  Department  of 
Human  Services 

Thomas  L.  Frazier,  Coalition  of  Wisconsin  Aging  Groups,  Madison, 
WI 

Tom  Hlavacek,  Milwaukee  Office  Director,  Wisconsin  Coalition  for 
Advocacy,  Milwaukee,  WI 

Thomas  E.  Hamilton,  Director,  Bureau  of  Long-Term  Support,  Wis- 
consin Department  of  Health  and  Social  Services 

Donna  McDowell,  Director,  Bureau  of  Aging,  Wisconsin  Depart- 
ment of  Health  and  Social  Services 

SYNOPSIS 

Long-term  care  is  a  vital  part  of  the  national  debate  on  health 
care  reform.  It  is  critical  to  the  frail,  elderly  population;  it  is  criti- 
cal to  those  living  with  disabilities;  and  it  is  critical  to  those  who 
are  challenged  to  provide  quality  care  for  either  their  children  or 
their  parents. 

Unfortunately,  however,  too  many  Americans  lack  access  to  long- 
term  care  either  because  services  are  not  available  or  they  are  too 
expensive.  As  part  of  his  comprehensive  package  to  reform  the  Na- 
tion's health  care  reform  system,  President  Clinton  included  a  new 
home  and  community  based  care  program  that  would  benefit  any 
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individual  needing  help  with  three  or  more  activities  of  daily  living, 
or  who  has  severe  cognitive  or  mental  impairment  or  mental  retar- 
dation, or  for  children  under  the  age  of  6  dependent  on  technology 
or  who  otherwise  require  hospital  or  institutional  care. 

With  this  in  mind,  Senator  Feingold  convened  this  hearing  to 
discuss  the  long-term  care  provisions  in  the  President's  health  care 
reform  proposal,  and  why  long-term  care  must  be  included  in  any 
comprehensive  health  care  reform  proposal. 

Robert  Deist,  Personal  Care  Program  Director,  said  that  the  way 
"long-term  care  has  been  provided  in  this  country  is  pitiful.  It  has 
no  respect  for  the  customer  nor  the  taxpayer." 

The  present  model  of  long-term  care  is  extremely  medical  and 
complex  and  bureaucratic.  It  is  skewed  toward  institutional  care, 
and  often  takes  away  customer  choices  and  preferences  in  how  care 
is  provided  and  who  provides. 

It  is  for  this  reason  that  the  Administration's  long-term  care  pro- 
posal was  welcomed  by  aging  and  disability  groups.  Thomas  L. 
Frazier,  Coalition  of  Wisconsin  Aging  Groups,  described  the  Admin- 
istration's proposal  as  the  "first  ever  White  House  proposal  on  long- 
term  care"  which  appears  to  be  based  on  the  "best  practices  of  the 
States,  including  Wisconsin,  which  have  pioneered  the  implementa- 
tion of  community  based  long-term  care  as  an  alternative  to  insti- 
tutional care."  j 

One  of  the  most  pleasing  features  of  the  President's  proposal,  ac- 
cording to  some  witnesses,  is  that  the  plan  appears  to  be  ade- 
quately funded  to  meet  the  long-term  care  needs  of  people  with  dis- 
abilities, including  the  elderly.  In  Wisconsin,  at  full  implementa- 
tion, the  State  is  likely  to  receive  over  $750  million  in  fiscal  year 
2003  based  on  a  2  percent  share  of  the  proposed  authorizations 
that  are  included  in  the  plan. 

The  States  are  to  administer  this  new  long-term  care  program, 
and  will  have  more  flexibility  to  design  their  own  community  based 
program.  Equally  important  is  that  the  President's  proposal  has 
the  potential  for  providing  the  kind  of  consumer-oriented  and 
consumer-directed  services. 

Witnesses  agreed  that  long-term  care  must  be  included  in  any 
meaningful  health  care  reform  that  considered  by  the  Congress. 

Pharmaceutical  Marketplace  Reform:  Is  Competition  the 
Right  Prescription?  Washington,  DC,  November  16,  1993, 
the  Honorable  David  Pryor,  Presiding 

WITNESSES 

Philip  R.  Lee,  M.D.,  Assistant  Secretary  for  Health,  Department  of 
Health  and  Human  Services,  accompanied  by  Helen  Smits,  M.D., 
Deputy  Administrator,  Health  Care  Financing  Administration, 
Washington,  DC 

Abbey  S.  Meyers,  Executive  Director,  National  Organization  for 
Rare  Disorders,  New  Fairfield,  CT 

Benji  K.  Wyatt,  R.Ph.,  Pace  Alliance,  Lawrence,  KS 

Judith  L.  Wagner,  Ph.D.,  Senior  Associate,  Health  Program,  Office 
of  Technology  Assessment 

Mark  D.  Whitener,  Acting  Deputy  Director,  Bureau  of  Competition, 
Federal  Trade  Commission 
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Morton  H.  Katz,  Vice  President,  Clay-Park  Laboratories,  Bronx, 
NY;  and  Chairman  of  the  Board,  accompanied  by  Robert  Mila- 
nese, President,  National  Association  of  Pharmaceutical  Manu- 
facturers, New  York,  NY,  and  Jim  Rubin,  Legislative  Council, 
National  Association  of  Pharmaceutical  Manufacturers,  New 
York,  NY 

Gerald  J.  Mossinghofif,  President,  Pharmaceutical  Manufacturers 
Association,  Washington,  DC 

SYNOPSIS 

The  hearing  was  held  in  order  for  the  American  consumer, 
health  plans,  and  the  Congress  to  understand  whether  or  not  and 
how  market  competition  and  market  forces  wiU  truly  work  to  hold 
down  drug  costs  under  a  reformed  health  care  system. 

Several  issues  were  explored  by  the  various  witnesses.  Concern 
was  expressed  regarding  the  ability  of  competition  and  market 
forces  to  contain  pharmaceutical  costs  under  the  new  health  and 
care  system.  Senator  Pryor  noted  that  market  forces,  to  date,  have 
had  mixed  results  in  containing  drug  costs  for  the  average  Amer- 
ican. He  also  cited  that  prescription  drug  prices  in  the  United 
States  have  increased  at  three  times  the  rate  of  inflation  over  the 
past  12  years.  The  pharmaceutical  industry  noted  that  it  is  heavily 
dependent  upon  private  investment  and  that  the  Administration's 
proposal  may  have  caused  some  investors  to  abandon  the  biotech 
industry. 

The  effectiveness  of  market  forces  in  assuring  that  new  medica- 
tions are  reasonably  priced  was  another  issue  under  question. 
Breakthrough  drugs  and  new  biotech  products  which  lack  competi- 
tion in  the  marketplace  was  the  focus  of  this  concern. 

Also  under  question  was  whether  recent  mergers  and  acquisi- 
tions in  the  drug  industry  would  enhance  or  limit  drug  price  com- 
petition. A  major  merger  that  caught  the  attention  of  the  industry 
and  Federal  regulators  was  the  proposed  Merck-Medco  merger 
which  was  described  as  the  marriage  of  the  Tiffany  of  drugmakers 
with  the  Wal-Mart  of  pills.  This  has  been  the  cause  of  antitrust 
concerns.  The  hearing  ended  with  a  discussion  on  what  Congress 
might  do  to  increase  competition  in  the  drug  marketplace. 


SUPPLEMENT  2 

Committee  Staff  Members 

Theresa  M.  Forster,  Staff  Director 
Christine  V.  Drayton,  Chief  Clerk 

Majority 

Jonathan  S.  Adelstein,  Professional  Staff 

Andrea  R.  Boldon,  Communications  Coordinator 

Zandra  M.  Chestnut,  System  Administrator 

Kenneth  R.  Cohen,  Investigator 

Nathan  B.  Fretz,  Legislative  Correspondent 

Jennifer  D.  Green,  CMS  Operator  I  Hearing  Clerk 

Bonnie  P.  Hogue,  Professional  Staff 

Katherine  M.  Kellenberg,  Professional  Staff 

Paul  T.  Kim,  Professional  Staff 

Michael  S.  Langan,  Legislative  Correspondent 

Allison  P.  LaRocca,  Legislative  Correspondent 

Kimberly  T.  Mays,  Staff  Assistant 

Eric  K.  Pickens,  Staff  Assistant 

Anne  R.  Riley,  Professional  Staff 

Theresa  L.  Sachs,  Professional  Staff 

Gregory  B.  Smith,  Chief  Counsel 

Lisa  C.  Woodruff,  Professional  Staff 

Daniel  J.  Tuite,  GPO  Printer 

Minority 

Mary  Berry  Gerwin,  Minority  Staff  Director  /Chief  Counsel 

Helen  M.  Albert,  Investigator 

Victoria  H.  Blatter,  Professional  Staff 
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Elizabeth  M.  Watson,  Staff  Assistant 
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REPORTS 
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Developments  in  Aging:  1975  and  January-May  1976— Part  2,  Re- 
port No.  94-998,  June  1976.* 

Developments  in  Aging:   1976— Part   1,  Report  No.  95-88,  April 
1977.* 

Developments  in  Aging:   1976— Part  2,  Report  No.  95-88,  April 
1977.* 

Developments  in  Aging:  1977— Part  1,  Report  No.  95-771,  April 
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Developments  in  Aging:  1978— Part  2,  Report  No.  96-55,  March 
1979.* 

Developments  in  Aging:   1979— Part  1,  Report  No.  96-613,  Feb- 
ruary 1980.* 

Developments  in  Aging:   1979— Part  2,  Report  No.  96-613,  Feb- 
ruary 1980.* 

Developments   in  Aging:    1980— Part   1,  Report  No.   97-62,  May 
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Developments   in  Aging:    1989— Volume   1— Report  No.    101-249, 
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COMMITTEE  PRINTS 
1961 

Comparison  of  Health  Insurance  Proposals  for  Older  Persons  1961 
committee  print,  April  1961.* 

The  1961  White  House  Conference  on  Aging,  basic  policy  state- 
ments and  recommendations,  committee  print,  May  1961  * 

New  Population  Facts  on  Older  Americans,  1960,  committee  print 
May  1961.* 

Basic  Facts  on  the  Health  and  Economic  Status  of  Older  Ameri- 
cans, staff  report,  committee  print,  June  1961.* 

Health  and  Economic  Conditions  of  the  American  Aged,  committee 
print,  June  1961.* 

State  Action  To  Implement  Medical  Programs  for  the  Aged  com- 
mittee print,  June  1961.* 

A  Constant  Purchasing  Power  Bond:  A  Proposal  for  Protecting  Re- 
tirement Income,  committee  print,  August  1961.* 

Mental  Illness  Among  Older  Americans,  committee  print,  Septem- 
ber 1961.* 

1962 

Comparison  of  Health  Insurance  Proposals  for  Older  Persons 
1961-62,  committee  print,  May  1962.* 

Background  Facts  on  the  Financing  of  the  Health  Care  of  the  Aged 
committee  print,  excerpts  from  the  report  of  the  Division  of  Pro- 
gram Research,  Social  Security  Administration,  Department  of 
Health,  Education,  and  Welfare,  May  1962.* 

Statistics  on  Older  People:  Some  Current  Facts  About  the  Nation's 
Older  People,  June  1962.* 

Performance  of  the  States:  18  Months  of  Experience  With  the  Medi- 
cal Assistance  for  the  Aged  (Kerr-Mills)  Program,  committee 
print,  June  1962.* 

Housing  for  the  Elderly,  committee  print,  August  1962.* 

Some  Current  Facts  About  the  Nation's  Older  People,  October 
1962.* 


1963 

A  Compilation  of  Materials  Relevant  to  the  Message  of  the  Presi- 
dent of  the  United  States  on  Our  Nation's  Senior  Citizens,  com- 
mittee print,  June  1963.* 

Medical  Assistance  for  the  Aged:  The  Kerr-Mills  Program,  1960-63 
committee  print,  October  1963.* 
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1964 

Blue  Cross  and  Private  Health  Insurance  Coverage  of  Older  Ameri- 
cans, committee  print,  July  1964.* 

Increasing  Employment  Opportunities  for  the  Elderly — Rec- 
ommendations and  Comment,  committee  print,  August  1964.* 

Services  for  Senior  Citizens — Recommendations  and  Comment,  Re- 
port No.  1542,  September  1964.* 

Major  Federal  Legislative  and  Executive  Actions  Affecting  Senior 
Citizens,  1963-64,  committee  print,  October  1964.* 

1965 

Frauds  and  Deceptions  Affecting  the  Elderly — Investigations,  Find- 
ings, and  Recommendations:  1964,  committee  print,  January 
1965.* 

Extending  Private  Pension  Coverage,  committee  print,  June  1965.* 

Health  Insurance  and  Related  Provisions  of  Public  Law  89-97,  The 
Social  Security  Amendments  of  1965,  committee  print,  October 
1965.* 

Major  Federal  Legislative  and  Executive  Actions  Affecting  Senior 
Citizens,  1965,  committee  print,  November  1965.* 

1966 

Services  to  the  Elderly  on  Public  Assistance,  committee  print, 
March  1966.* 

The  War  on  Poverty  As  It  Affects  Older  Americans,  Report  No. 
1287,  June  1966.* 

Needs  for  Services  Revealed  by  Operation  Medicare  Alert,  commit- 
tee print,  October  1966.* 

Tax  Consequences  of  Contributions  to  Needy  Older  Relatives,  Re- 
port No.  1721,  October  1966.* 

Detection  and  Prevention  of  Chronic  Disease  Utilizing  Multiphasic 
Health  Screening  Techniques,  committee  print,  December  1966.* 

1967 

Reduction  of  Retirement  Benefits  Due  to  Social  Security  Increases, 
committee  print,  August  1967.* 

1969 

Economics  of  Aging:  Toward  a  Full  Share  in  Abundance,  committee 

print,  March  1969.*  i 
Homeownership  Aspects  of  the  Economics  of  Aging,  working  paper, 

factsheet,  July  1969.*  i 
Health  Aspects  of  the  Economics  of  Aging,  committee  print,  July 

1969  (revised).*  i 
Social  Security  for  the  Aged:  International  Perspectives,  committee 

print,  August  1969.*  i 
Employment  Aspects  of  the  Economics  of  Aging,  committee  print, 

December  1969.*  i 


1  Working  paper  incorporated  as  an  appendix  to  the  hearing. 
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1970 

Pension  Aspects  of  the  Economics  of  Aging:  Present  and  Future 
Roles  of  Private  Pensions,  committee  print,  January  1970.*  i 

The  Stake  of  Today's  Workers  in  Retirement  Security,  committee 
print,  April  1970.*  i 

Legal  Problems  Affecting  Older  Americans,  committee  print,  Au- 
gust 1970.*  i 

Income  Tax  Overpayments  by  the  Elderly,  Report  No.  91-1464,  De- 
cember 1970.* 

Older  Americans  and  Transportation:  A  Crisis  in  Mobility,  Report 
No.  91-1520,  December  1970.* 

Economics  of  Aging:  Toward  a  Full  Share  in  Abundance,  Report 
No.  91-1548,  December  1970.* 

1971 

Medicare,  Medicaid  Cutbacks  in  California,  working  paper,  fact- 
sheet,  May  10,  1971.* 

The  Nation's  Stake  in  the  Employment  of  Middle-Aged  and  Older 
Persons,  committee  print,  July  1971.* 

The  Administration  on  Aging— Or  a  Successor?,  committee  print, 
October  1971.* 

Alternatives  to  Nursing  Home  Care:  A  Proposal,  committee  print, 
October  1971.* 

Mental  Health  Care  and  the  Elderly:  Shortcomings  in  Public  Pol- 
icy, Report  No.  92-433,  November  1971.* 

The  Multiple  Hazards  of  Age  and  Race:  The  Situation  of  Aged 
Blacks  in  the  United  States,  Report  No.  92-450,  November 
1971.* 

Advisory  Council  on  the  Elderly  American  Indian,  committee  print, 
November  1971.* 

Elderly  Cubans  in  Exile,  committee  print,  November  1971.* 

A  Pre-White  House  Conference  on  Aging:  Summary  of  Develop- 
ments and  Data,  Report  No.  92-505,  November  1971.* 

Research  and  Training  in  Gerontology,  committee  print,  November 
1971.* 

Making  Services  for  the  Elderly  Work:  Some  Lessons  From  the 
British  Experience,  committee  print,  November  1971.* 

1971  White  House  Conference  on  Aging,  a  report  to  the  delegates 
from  the  conference  sections  and  special  concerns  sessions,  Docu- 
ment No.  92-53,  December  1971.* 

1972 

Home  Health  Services  in  the  United  States,  committee  print,  April 
1972.* 

Proposals  To  Eliminate  Legal  Barriers  Affecting  Elderly  Mexican- 
Americans,  committee  print,  May  1972.* 

Cancelled  Careers:  The  Impact  of  Reduction-in-Force  Policies  on 
Middle-Aged  Federal  Employees,  committee  print,  May  1972.* 

Action  on  Aging  Legislation  in  92d  Congress,  committee  print,  Oc- 
tober 1972.* 
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Legislative  History  of  the  Older  Americans  Comprehensive  Services 
Amendments  of  1972,  joint  committee  print,  prepared  by  the 
Subcommittee  on  Aging  of  the  Committee  on  Labor  and  Public 
Welfare  and  the  Special  Committee  on  Aging,  December  1972.* 

1973 

The  Rise  and  Threatened  Fall  of  Service  Programs  for  the  Elderly, 
committee  print,  March  1973.* 

Housing  for  the  Elderly:  A  Status  Report,  committee  print,  April 
1973.* 

Older  Americans  Comprehensive  Services  Amendments  of  1973, 
committee  print,  June  1973.* 

Home  Health  Services  in  the  United  States:  A  Working  Paper  on 
Current  Status,  committee  print,  July  1973.* 

Economics  of  Aging:  Toward  a  Full  Share  in  Abundance,  index  to 
hearings  and  report,  committee  print,  July  1973.* 

Research  on  Aging  Act,  1973,  Report  No.  93-299,  committee  print, 
July  1973.* 

Post- White  House  Conference  on  Aging  Reports,  1973,  joint  com- 
mittee print,  prepared  by  the  Subcommittee  on  Aging  of  the 
Committee  on  Labor  and  Public  Welfare  and  the  Special  Commit- 
tee on  Aging,  September  1973.* 

Improving  the  Age  Discrimination  Law,  committee  print,  Septem- 
ber 1973.* 

1974 

The  Proposed  Fiscal  1975  Budget:  What  It  Means  for  Older  Ameri- 
cans, committee  print,  February  1974.* 
Protecting  Older  Americans  Against  Overpayment  of  Income  Taxes, 

committee  print,  February  1974.* 
Developments  and  Trends  in  State  Programs  and  Services  for  the 

Elderly,  committee  print,  November  1974.* 
Nursing  Home  Care  in  the  United  States:  Failure  in  Public  Policy:* 
Introductory  Report,  Report  No.  93-1420,  November  1974. 
Supporting  Paper  No.  1,  "The  Litany  of  Nursing  Home  Abuses 
and  an  Examination  of  the  Roots  of  Controversy,"  committee 
print,  December  1974. 
Supporting  Paper  No.  2,  "Drugs  in  Nursing  Homes:  Misuse, 
High  Costs,  and  Kickbacks,"  committee  print,  January  1975. 
Supporting  Paper  No.   3,  "Doctors  in  Nursing  Homes:  The 

Shunned  Responsibility,"  committee  print,  February  1975. 
Supporting  Paper  No.   4,  "Nurses   in  Nursing  Homes:   The 
Heavy  Burden  (the  Reliance  on  Untrained  and  Unlicensed 
Personnel),"  committee  print,  April  1975. 
Supporting  Paper  No.  5,  "The  Continuing  Chronicle  of  Nursing 

Home  Fires,"  committee  print,  August  1975. 
Supporting  Paper  No.   6,  "What  Can  Be  Done  in  Nursing 
Homes:   Positive  Aspects   in   Long-Term  Care,"  committee 
print,  September  1975. 
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Supporting  Paper  No.  7,  'The  Role  of  Nursing  Homes  in  Caring 
for  Discharged  Mental  Patients  (and  the  Birth  of  a  For-Proflt 
Boarding  Home  Industry),"  committee  print,  March  1976. 
Private  Health  Insurance  Supplementary  to  Medicare,  committee 
print,  December  1974.* 

1975 

Protecting  Older  Americans  Against  Overpayment  of  Income  Taxes, 
committee  print,  January  1975.* 

Senior  Opportunities  and  Services  (Directory  of  Programs),  commit- 
tee print,  February  1975.* 

Action  on  Aging  Legislation  in  93d  Congress,  committee  print,  Feb- 
ruary 1975.* 

The  Proposed  Fiscal  1976  Budget:  What  It  Means  for  Older  Ameri- 
cans, committee  print,  February  1975.* 

Future  Directions  in  Social  Security,  Unresolved  Issues:  An  Interim 
Staff  Report,  committee  print,  March  1975.* 

Women  and  Social  Security:  Adapting  to  a  New  Era,  working 
paper,  committee  print,  October  1975.* 

Congregate  Housing  for  Older  Adults,  Report  No.  94-478,  Novem- 
ber 1975.* 

1976 

Protecting  Older  Americans  Against  Overpayment  of  Income  Taxes, 
committee  print,  January  1976.* 

The  Proposed  Fiscal  1977  Budget:  What  It  Means  for  Older  Ameri- 
cans, committee  print,  February  1976.* 

Fraud  and  Abuse  Among  Clinical  Laboratories,  Report  No.  94-944, 
June  1976.* 

Recession's  Continuing  Victim:  The  Older  Worker,  committee  print, 
July  1976.* 

Fraud  and  Abuse  Among  Practitioners  Participating  in  the  Medic- 
aid Program,  committee  print,  August  1976.* 

Adult  Day  Facilities  for  Treatment,  Health  Care,  and  Related  Serv- 
ices, committee  print,  September  1976.* 

Termination  of  Social  Security  Coverage:  The  Impact  on  State  and 
Local  Government  Employees,  committee  print,  September 
1976.* 

Witness  Index  and  Research  Reference,  committee  print,  November 
1976.* 

Action  on  Aging  Legislation  in  94th  Congress,  committee  print,  No- 
vember 1976.* 

Protecting  Older  Americans  Against  Overpayment  of  Income  Taxes, 
committee  print,  December  1976.* 

1977 

The  Proposed  Fiscal  1978  Budget:  What  It  Means  for  Older  Ameri- 
cans, committee  print,  March  1977.* 

Kickbacks  Among  Medicaid  Providers,  Report  No.  95-320,  June 
1977.* 
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Protective  Services  for  the  Elderly,  committee  print,  July  1977.* 
The  Next  Steps  in  Combating  Age  Discrimination  in  Employment: 
With  Special  Reference  to  Mandatory  Retirement  Policy,  commit- 
tee print,  August  1977.* 
Protecting  Older  Americans  Against  Overpayment  of  Income  Taxes, 
committee  print,  December  1977.* 

1978 

The  Proposed  Fiscal  1979  Budget:  What  It  Means  for  Older  Ameri- 
cans, committee  print,  February  1978.* 

Paperwork  and  the  Older  Americans  Act:  Problems  of  Implement- 
ing Accountability,  committee  print,  June  1978.* 

Single  Room  Occupancy:  A  Need  for  National  Concern,  committee 
print,  June  1978.* 

Protecting  Older  Americans  Against  Overpayment  of  Income  Taxes, 
committee  print,  December  1978.* 

Action  on  Aging  Legislation  in  the  95th  Congress,  committee  print, 
December  1978.* 

1979 

The  Proposed  Fiscal  1980  Budget:  What  It  Means  for  Older  Ameri- 
cans, committee  print,  February  1979.* 

Energy  Assistance  Programs  and  Pricing  Policies  in  the  50  States 
To  Benefit  Elderly,  Disabled,  or  Low-Income  Households,  com- 
mittee print,  October  1979.* 

Witness  Index  and  Research  Reference,  committee  print,  November 
1979.* 

1980 

Protecting  Older  Americans  Against  Overpayment  of  Income  Taxes, 
committee  print,  January  1980.* 

The  Proposed  Fiscal  1981  Budget:  What  It  Means  for  Older  Ameri- 
cans, committee  print,  February  1980.* 

Emerging  Options  for  Work  and  Retirement  Policy  (An  Analysis  of 
Major  Income  and  Employment  Issues  With  an  Agenda  for  Re- 
search Priorities),  committee  print,  June  1980.* 

Summary  of  Recommendations  and  Surveys  on  Social  Security  and 
Pension  Policies,  committee  print,  October  1980.* 

Innovative  Developments  in  Aging:  State  Level,  committee  print, 
October  1980.* 

State  Offices  on  Aging:  History  and  Statutory  Authority,  committee 
print,  December  1980.* 

Protecting  Older  Americans  Against  Overpayment  of  Income  Taxes, 
committee  print,  December  1980.* 

State  and  Local  Government  Terminations  of  Social  Security  Cov- 
erage, committee  print,  December  1980.* 

1981 

The  Proposed  Fiscal  Year  1982  Budget:  What  It  Means  for  Older 
Americans,  committee  print,  April  1981.* 
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Action  on  Aging  Legislation  in  the  96th  Congress,  committee  print 
April  1981.* 

Energy  and  the  Aged,  committee  print,  August  1981.* 

1981  Federal  Income  Tax  Legislation:  How  It  Affects  Older  Ameri- 
cans and  Those  Planning  for  Retirement,  committee  print  Au- 
gust 1981.* 

Omnibus  Budget  Reconciliation  Act  of  1981,  Public  Law  97-35 
committee  print,  September  1981.* 

Toward  a  National  Older  Worker  Policy,  committee  print,  Septem- 
ber 1981.* 

Crime  and  the  Elderly— What  You  Can  Do,  committee  print  Sep- 
tember 1981.* 

Social  Security  in  Europe:  The  Impact  of  an  Aging  Population,  com- 
mittee print,  December  1981.* 

Background  Materials  Relating  to  Office  of  Inspector  General,  De- 
partment of  Health  and  Human  Services  Efforts  To  Combat 
Fraud,  Waste,  and  Abuse,  committee  print,  December  1981.* 

Protecting  Older  Americans  Against  Overpayment  of  Income  Taxes 
committee  print,  December  1981.* 

A  Guide  to  Individual  Retirement  Accounts  (IRA's),  committee 
print,  December  1981,  stock  No.  052-070-05666-5— $2.* 

1982 

Social  Security  Disability:  Past,  Present,  and  Future,  committee 

print,  March  1982.* 
The  Proposed  Fiscal  Year  1983  Budget:  What  It  Means  for  Older 

Americans,  committee  print,  March  1982.* 
Linkages  Between  Private  Pensions  and  Social  Security  Reform 

committee  print,  April  1982.* 
Health  Care  Expenditures  for  the  Elderly:  How  Much  Protection 

Does  Medicare  Provide?,  committee  print,  April  1982.* 
Turning  Home  Equity  Into  Income  for  Older  Homeowners,  commit- 
tee print,  July  1982,  stock  No.  052-070-05753-0— $1.25.* 
Aging  and  the  Work  Force:  Human  Resource  Strategies,  committee 

print,  August  1982.* 
Fraud,  Waste,  and  Abuse  in  the  Medicare  Pacemaker  Industry, 

committee  print,  September  1982,  stock  No.  052-070-05777-7— 

$6.* 
Congressional  Action  on  the  Fiscal  Year  1983  Budget:  What  It 

Means  for  Older  Americans,  committee  print,  November  1982.* 
Equal  Employment  Opportunity  Commission  Enforcement  of  the 

Age  Discrimination  in  Employment  Act:  1979  to  1982,  committee 

print,  November  1982.* 
Protecting  Older  Americans  Against  Overpayment  of  Income  Taxes, 

committee  print,  December  1982.* 

1983 

Consumer  Frauds  and  Elderly  Persons:  A  Growing  Problem,  com- 
mittee print,  February  1983,  stock  No.  052-070-05823-4— 
$4.50.* 
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Action  on  Aging  Legislation  in  the  97th  Congress,  committee  print, 
March  1983.* 

Prospects  for  Medicare's  Hospital  Insurance  Trust  Fund,  committee 
print,  March  1983.* 

The  Proposed  Fiscal  Year  1984  Budget:  What  It  Means  for  Older 
Americans,  committee  print,  March  1983.* 

You  and  Your  Medicines:  Guidelines  for  Older  Americans,  commit- 
tee print,  June  1983.* 

Heat  Stress  and  Older  Americans:  Problems  and  Solutions,  com- 
mittee print,  July  1983.* 

Current  Developments  in  Prospective  Reimbursement  Systems  for 
Financing  Hospital  Care,  committee  print,  October  1983.* 

Protecting  Older  Americans  Against  Overpayment  of  Income  Taxes, 
committee  print,  December  1983.* 

1984 

Medicare:   Paying  the   Physician— History,   Issues,   and   Options, 

committee  print,  March  1984.* 
Older  Americans  and  the  Federal  Budget:  Past,  Present,  and  Fu- 
ture, committee  print,  April  1984.* 
Medicare  and  the  Health  Cost  of  Older  Americans:  The  Extent  and 

Effects  of  Cost  Sharing,  committee  print,  April  1984,  Stock  No. 

052-050-05916-8,  $2. 
The  Supplemental  Security  Income  Program:  A  10-Year  Overview, 

committee  print,  May  1984,  Stock  No.  052-050-05928-1,  $6.50.* 
Long-Term  Care  in  Western  Europe  and  Canada:  Implications  for 

the  United  States,  committee  print,  July  1984.* 
Turning  Home  Equity  Into  Income  for  Older  Americans,  committee 

print,  July  1984,  stock  No.  052-070-05753-3,  $1.25. 
The  Employee  Retirement  Income  Security  Act  of  1974:  The  First 

Decade,    committee   print,   August    1984,    stock   No.    052-070- 

05950-8,  $5.50. 
The  Costs  of  Employing  Older  Workers,  committee  print,  Septem- 
ber 1984.* 
Rural  and  Small-City  Elderly,  committee  print,  September  1984.* 
Section  202  Housing  for  the  Elderly  and  Handicapped:  A  National 

Survey,  committee  print,  December  1984.* 
Protecting  Older  Americans  Against  Overpayment  of  Income  Taxes, 

committee  print,  December  1984,  stock  No.  052-070-05984-2, 

$1.25.* 

1985 

Health  and  Extended  Worklife,  committee  print,  February  1985.* 

Personnel  Practices  for  an  Aging  Workforce:  Private-Sector  Exam- 
ples, committee  print,  February  1985.* 

10th  Anniversary  of  the  Employee  Retirement  Income  Security  Act 
of  1974,  committee  print,  April  1985.* 

Publications  list,  committee  print,  April  1985.* 

Compilation  of  the  Older  Americans  Act  of  1965  and  Related  Provi- 
sions of  Law,  committee  print,  Serial  No.  99-A,  June  1985. 
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America  In  Transition:  An  Aging  Society,  1984-85  Edition,  commit- 
tee print,  Serial  No.  99-B,  June  1985.* 

Fifty  Years  of  Social  Security:  Past  Achievements  and  Future  Chal- 
lenges, committee  print,  Serial  No.  99-C,  August  1985.* 

How  Older  Americans  Live:  An  Analysis  of  Census  Data,  commit- 
tee print,  Serial  No.  99-D,  October  1985.* 

Congressional  Briefing  on  the  50th  Anniversary  of  Social  Security, 
committee  print,  Serial  No.  99-E,  August  1985.* 

1986 

Protecting  Older  Americans  Against  Overpayment  of  Income  Taxes, 
committee  print,  Serial  No.  99-F,  January  1986.* 

The  Cost  of  Mandating  Pension  Accruals  for  Older  Workers,  com- 
mittee print,  Serial  No.  99-G,  February  1986.* 

The  Impact  of  Gramm-Rudman-Hollings  on  Programs  Serving 
Older  Americans:  Fiscal  Year  1986,  committee  print,  Serial  No. 
99-H,  February  1986.* 

Alternative  Budgets  for  Fiscal  Year  1987:  Impact  on  Older  Ameri- 
cans, committee  print,  Serial  No.  99-1,  May  1986,  stock  No.  552- 
070-00760-1,  $1.75. 

Nursing  Home  Care:  The  Unfinished  Agenda,  committee  print,  Se- 
rial No.  99^J,  May  1986,  stock  No.  052-070-06155-3,  $1.50. 

Hazards  in  Reuse  of  Disposable  Dialysis  Devices,  committee  print, 
Serial  No.  99-K,  October  1986,  stock  No.  552-070-01074-2,  $14. 

The  Health  Status  and  Health  Care  Needs  of  Older  Americans, 
committee  print,  Serial  No.  99-L,  October  1986,  stock  No.  552- 
070-01493-4,  $1.50. 

A  Matter  of  Choice:  Planning  Ahead  for  Health  Care  Decisions, 
committee  print,  Serial  No.  99-M,  December  1986.* 

Hazards  in  Reuse  of  Disposable  Dialysis  Devices — Appendix,  com- 
mittee print,  Serial  No.  99-N,  December  1986* 

1987 

Helping  Older  Americans  To  Avoid  Overpayment  of  Income  Taxes, 

committee  print,  Serial  No.  100-A.* 
Publications  List,  committee  print,  March  1987,  Serial  No.  100-B.* 
Older  Americans  Act  Amendments  of  1987:  A  Summary  of  Provi- 
sions, committee  print,  December  1987,  Serial  No.  100-C* 

1988 

Helping  Older  Americans  To  Avoid  Overpayment  of  Income  Taxes, 

committee  print,  January  1988,  Serial  No.  100-D.* 
Publications    List,    committee    print,    February    1988,    Serial    No. 

100-E.* 
Compilation  of  the  Domestic  Volunteer  Service  Act  of  1973,  April 

1988,  Serial  No.  100-F.* 
The  President's  Fiscal  Year  1989  Budget  Proposal:  How  it  Would 

Affect  Programs  for  Older  Americans,   committee  print,  April 

1988,  Serial  No.  100-G.* 
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Home  Care  at  the  Crossroads,  committee  print,  April  1988,  Serial 
No.  100-H.* 

Health  Insurance  and  the  Uninsured:  Background  and  Analysis, 
joint  committee  print,  May  1988,  Serial  No.  100-1.* 

Legislative  Agenda  for  an  Aging  Society:  1988  and  Beyond,  joint 
committee  print,  June  1988,  Serial  No.  100-J.* 

Medicare  Physician  Reimbursement:  Issues  and  Options,  commit- 
tee print,  September  1988,  Serial  No.  100-L.* 

Medicare's  New  Prescription  Drug  Coverage:  A  Big  Step  Forward, 
But  Problems  Still  Exist,  committee  print,  October  1988,  Serial 
No.  100-M.* 

Rural  Health  Care  Challenge,  committee  print,  October  1988,  Se- 
rial No.  100-N.* 

Insuring  the  Uninsured:  Options  and  Analysis,  joint  committee 
print,  December  1988,  Serial  No.  100-O.* 

Costs  and  Effects  of  Extending  Health  Insurance  Coverage,  joint 
committee  print,  December  1988,  Serial  No.  100-P.* 

EEOC  Headquarters  Officials  Punish  District  Director  for  Exposing 
Headquarters  Mismanagement,  committee  print,  December  1988, 
Serial  No.  100-Q.* 

1989 

Protecting  Older  Americans  Against  Overpayment  of  Income  Taxes, 
committee  print,  Serial  No.  101-A,  January  1989.* 

Compilation  of  the  Older  Americans  Act  of  1965,  As  Amended 
Through  December  31,  1988,  joint  committee  print,  Serial  No. 
101-B,  March  1989.* 

Publications  List,  Serial  No.  101-C* 

Prescription  Drug  Prices:  Are  We  Getting  Our  Money's  Worth?  Au- 
gust 1989,  Serial  No.  101-D.* 

Aging  America:  Trends  and  Projections,  September  1989,  Serial  No. 
101-E.* 

1990 

Skyrocketing  Prescription  Drug  Prices:  Turning  a  Bad  Deal  Into  a 

Fair  Deal,  January  1990,  Serial  No.  101-F.* 
Protecting  Older  Americans  Against  Overpayment  of  Income  Taxes, 

January  1990,  Serial  No.  101-G.* 
Untie   the   Elderly:   Quality   Care  Without   Restraints,   February 

1990,  Serial  No.  101-H.* 
Reauthorization  of  the  Older  Americans  Act,  February  1990,  Serial 

No.  101-1,  M,  N,  R.* 
Aging  America:  Trends  and  Projections  (Annotated)  February  1990, 

Serial  No.  101-J.* 
President  Bush's  Proposed  Fiscal  Year  1991  Budget  for  Aging  Pro- 
grams, March  1990,  Serial  No.  101-K.* 
A  Guide  to  Purchasing  Medigap  and  Long-Term  Care  Insurance, 

April  1990,  Serial  No.  101-L.* 
Understanding  Medicare:  A  Guide  for  Children  of  Aging  Parents, 

July  1990,  Serial  No.  10 l-O.* 
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New  Research  on  Aging:  Changing  Long-Term  Care  Needs  by  the 

21st  Century,  July  19,  1990,  Serial  No.  101-P.* 
A  Guide  to  Purchasing  Medigap  and  Long-Term  Care  Insurance 

(Annotated),  August  1990,  Serial  No.  101-Q* 
Nursing  Home  Reform:  Something  Good  is  Happening,  October  22, 

1990,  Serial  No.  101-S.* 

1991 

Understanding  Medicare:  A  Guide  for  Children  of  Aging  Parents, 
January  1991,  Serial  No.  101-T.* 

Disabled  Yet  Denied:  Bureaucratic  Injustice  in  the  Disability  De- 
termination System,  December  1990,  Serial  No.  101-U. 

Protecting  Older  Americans  Against  Overpayment  of  Income  Taxes, 
January  1991,  Serial  No.  102-A.* 

An  Ounce  of  Prevention:  Health  Care  Guide  for  Older  Americans 
January  1991,  Serial  No.  102-B. 

Reauthorization  of  the  Older  Americans  Act,  March  1991,  102-C* 

Older  Americans  Act:  25  Years  of  Achievement,  July  1991,  Serial 
No.  102-D.* 

The  Drug  Manufacturing  Industry:  A  Prescription  for  Profits,  Sep- 
tember 1991,  102-F.* 

Getting  the  Most  From  Federal  Programs:  Social  Security,  Supple- 
mental Security  Income,  Medicare,  August  1991,  Serial  No. 
102-G.* 

An  Advocate's  Guide  to  Laws  and  Programs  Addressing  Elder 
Abuse,  October  1991,  Serial  No.  102-1.* 

Lifelong  Learning  for  an  Aging  Society,  December  1991,  Serial  No. 
102-J.*  (See  102-R.) 

1992 

Protecting  Older  Americans  Against  Overpayment  of  Income  Taxes, 

January  1992,  Serial  No.  102-K* 
Taste,  Smell,  and  the  Elderly:  Physiological  Influences  on  Nutri- 
tion, December  1991,  Serial  No.  102-L.* 
State-by-State  Analysis  of  Fire  Safety  in  Nursing  Facilities,  April 

1992,  Serial  No.  102-M.* 
Common  Beliefs  About  the  Rural  Elderly:  Myth  or  Fact?  July  1992, 

Serial  No.  102-N.* 
A  Status  Report:  Accessibility  and  Affordability  of  Prescription 

Drugs  for  Older  Americans,  August  1992,  Serial  No.  102-O.* 
Consumers'  Guide  for  Planning  Ahead:  The  Health  Care  Power  of 

Attorney  and  the  Living  Will,  August  1992,  Serial  No.  102-P. 
A  Status  Report:  Accessibility  and  Affordability  of  Prescription 

Drugs  for  Older  Americans  (Annotated),  August  1992,  Serial  No. 

102-Q.* 
Lifelong  Learning  for  An  Aging  Society  (Annotated),  October  1992, 

Serial  No.  102-R. 
Prescription  Drug  Programs  for  Older  Americans,  November  1992, 

Serial  No.  102-S.* 

1993 

Protecting  Older  Americans  Against  Overpayment  of  Income  Taxes, 
January  1993,  Serial  No.  103-A.* 
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Earning  a  Failing  Grade:  A  Report  Card  on  1992  Drug  Manufac- 
turer Price  Inflation,  Serial  No.  103-B. 

Prescription  Drug  Programs  for  Older  Americans  ^Annotated),  Se- 
rial No.  103-C. 

Compilation  of  the  Older  Americans  Act  of  1965  and  the  Native 
American  Programs  Act  of  1974,  Serial  No.  103-D. 
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HEARINGS 

Retirement  Income  of  the  Aging:* 

Part  1.  Washington,  D.C.,  July  12  and  13,  1961. 
Part  2.  St.  Petersburg,  Fla.,  November  6,  1961. 
Part  3.  Port  Charlotte,  Fla.,  November  7,  1961. 
Part  4.  Sarasota,  Fla.,  November  8,  1961. 

Part  5.  Springfield,  Mass.,  November  29,  1961 

Part  6.  St.  Joseph,  Mo.,  December  11,  1961. 

Part  7.  Hannibal,  Mo.,  December  13,  1961. 

Part  8.  Cape  Girardeau,  Mo.,  December  15,  1961. 

Part  9.  Daytona  Beach,  Fla.,  February  14,  1962. 

Part  10.  Fort  Lauderdale,  Fla.,  February  15,  1962. 
Housing  Problems  of  the  Elderly:* 

Part  1.  Washington,  D.C.,  August  22  and  23,  1961. 

Part  2.  Newark,  N.J.,  October  16,  1961. 

Part  3.  Philadelphia,  Pa.,  October  18,  1961. 

Part  4.  Scranton,  Pa.,  November  14,  1961. 

Part  5.  St.  Louis,  Mo.,  December  8,  1961. 
Problems  of  the  Aging:* 

Part  1.  Washington,  D.C.,  August  23  and  24,  1961. 

Part  2.  Trenton,  N.J.,  October  23,  1961. 

Part  3.  Los  Angeles,  Calif.,  October  24,  1961. 

Part  4.  Las  Vegas,  Nev.,  October  25,  1961. 

Part  5.  Eugene,  Oreg.,  November  8,  1961. 

Part  6.  Pocatello,  Idaho,  November  13,  1961. 

Part  7.  Boise,  Idaho,  November  15,  1961. 

Part  8.  Spokane,  Wash.,  November  17,  1961. 

Part  9.  Honolulu,  Hawaii,  November  27,  1961. 

Part  10.  Lihue,  Hawaii,  November  29,  1961. 

Part  11.  Wailuku,  Hawaii,  November  30,  1961. 

Part  12.  Hilo,  Hawaii,  December  1,  1961. 

Part  13.  Kansas  City,  Mo.,  December  6,  1961. 
Nursing  Homes:* 

Part  1.  Portland,  Oreg.,  November  6,  1961. 

Part  2.  Walla  Walla,  Wash.,  November  10,  1961. 

Part  3.  Hartford,  Conn.,  November  20,  1961. 

Part  4.  Boston,  Mass.,  December  1,  1961. 

Part  5.  Minneapolis,  Minn.,  December  4,  1961. 

Part  6.  Springfield,  Mo.,  December  12,  1961. 
Relocation  of  Elderly  People:* 

Part  1.  Washington,  D.C.,  October  22  and  23,  1962. 

Part  2.  Newark,  N.J.,  October  26,  1962. 

Part  3.  Camden,  N.J.,  October  29,  1962. 

Part  4.  Portland,  Oreg.,  December  3,  1962. 
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Relocation  of  Elderly  People — Continued 

Part  5.  Los  Angeles,  Calif.,  December  5,  1962. 

Part  6.  San  Francisco,  Calif.,  December  7,  1962. 
Frauds  and  Quackery  Affecting  the  Older  Citizen:* 

Part  1.  Washington,  D.C.,  January  15,  1963. 

Part  2.  Washington,  D.C.,  January  16,  1963. 

Part  3.  Washington,  D.C.,  January  17,  1963. 
Housing  Problems  of  the  Elderly:* 

Part  1.  Washington,  D.C.,  December  11,  1963. 

Part  2.  Los  Angeles,  Calif.,  January  9,  1964. 

Part  3.  San  Francisco,  Calif.,  January  11,  1964. 
Long-Term  Institutional  Care  for  the  Aged,  Washington,  D.C.,  De- 
cember 17  and  18,  1963.* 
Increasing  Employment  Opportunities  for  the  Elderly:* 

Part  1.  Washington,  D.C.,  December  19,  1963. 

Part  2.  Los  Angeles,  Calif.,  January  10,  1964. 

Part  3.  San  Francisco,  Calif.,  January  13,  1964. 
Health  Frauds  and  Quackery:* 

Part  1.  San  Francisco,  Calif.,  January  13,  1964. 

Part  2.  Washington,  D.C.,  March  9,  1964. 

Part  3.  Washington,  D.C.,  March  10,  1964. 

Part  4A.  Washington,  D.C.,  April  6,  1964  (morning). 

Part  4B.  Washington,  D.C.,  April  6,  1964  (afternoon). 
Services  for  Senior  Citizens:* 

Part  1.  Washington,  D.C.,  January  16,  1964. 

Part  2.  Boston,  Mass.,  January  20,  1964. 

Part  3.  Providence,  R.I.,  January  21,  1964. 

Part  4.  Saginaw,  Mich.,  March  2,  1964. 
Blue  Cross  and  Other  Private  Health  Insurance  for  the  Elderly:* 

Part  1.  Washington,  D.C.,  April  27,  1964. 

Part  2.  Washington,  D.C.,  April  28,  1964. 

Part  3.  Washington,  D.C.,  April  29,  1964. 

Part  4A.  Appendix. 

Part  4B.  Appendix. 
Deceptive  or  Misleading  Methods  in  Health  Insurance  Sales,  Wash- 
ington, D.C.,  May  4,  1964.* 
Nursing  Homes  and  Related  Long-Term  Care  Services:* 

Part  1.  Washington,  D.C.,  May  5,  1964. 

Part  2.  Washington,  D.C.,  May  6,  1964. 

Part  3.  Washington,  D.C.,  May  7,  1964. 
Interstate  Mail  Order  Land  Sales:* 

Part  1.  Washington,  D.C.,  May  18,  1964. 

Part  2.  Washington,  D.C.,  May  19,  1964. 

Part  3.  Washington,  D.C.,  May  20,  1964. 
Preneed  Burial  Service,  Washington,  D.C.,  May  19,  1964.* 
Conditions  and  Problems  in  the  Nation's  Nursing  Homes:* 

Part  1.  Indianapolis,  Ind.,  February  11,  1965. 

Part  2.  Cleveland,  Ohio,  February  15,  1965. 

Part  3.  Los  Angeles,  Calif.,  February  17,  1965. 

Part  4.  Denver,  Colo.,  February  23,  1965. 
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and  Problems  in  the  Nation's  Nursing  Homes — Contin 


1965. 


Conditions 
ued 

Part  5.  New  York,  N.Y.,  August  2  and  3, 

Part  6.  Boston,  Mass.,  August  9,  1965. 

Part  7.  Portland,  Maine,  August  13,  1965. 
Extending  Private  Pension  Coverage:* 

Part  1.  Washington,  D.C.,  March  4,  1965. 

Part  2.  Washington,  D.C.,  March  5  and  10,  1965. 
The  War  on  Poverty  As  It  Affects  Older  Americans:* 

Part  1.  Washington,  D.C.,  June  16  and  17,  1965. 

Part  2.  Newark,  N.J.,  July  10,  1965. 

Part  3.  Washington,  D.C.,  January  19  and  20,  1966. 
Services  to  the  Elderly  on  Public  Assistance:* 

Part  1.  Washington,  D.C.,  August  18  and  19,  1965. 

Part  2.  Appendix. 
Needs  for  Services  Revealed  by  Operation  Medicare  Alert,  Wash- 
ington, D.C.,  June  2,  1966.* 
Tax    Consequences    of  Contributions    to    Needy    Older   Relatives 

Washington,  D.C.,  June  15,  1966.* 
Detection  and  Prevention  of  Chronic  Disease  Utilizing  Multiphasic 
Health  Screening  Techniques,  Washington,  D.C.,  September  20 
21,  and  22,  1966.* 
Consumer  Interests  of  the  Elderly:* 

Part  1.  Washington,  D.C.,  January  17  and  18,  1967. 

Part  2.  Tampa,  Fla.,  February  3,  1967. 
Reduction  of  Retirement  Benefits  Due  to  Social  Security  Increases, 

Washington,  D.C.,  April  24  and  25,  1967.* 
Retirement  and  the  Individual:* 

Part  1.  Washington,  D.C.,  June  7  and  8,  1967. 

Part  2.  Ann  Arbor,  Mich.,  July  26,  1967. 
Costs  and  Delivery  of  Health  Services  to  Older  Americans:* 

Part  1.  Washington,  D.C.,  June  22  and  23,  1967. 

Part  2.  New  York,  N.Y.,  October  19,  1967. 

Part  3.  Los  Angeles,  Calif.,  October  16,  1968. 
Rent  Supplement  Assistance  to  the  Elderly,  Washington,  D.C.,  July 
11,  1967.*  y 

Long-Range  Program  and  Research  Needs  in  Aging  and  Related 

Fields,  Washington,  D.C.,  December  5  and  6,  1967.* 
Hearing  Loss,  Hearing  Aids,  and  the  Elderly,  Washington,  D.C., 

July  18  and  19,  1968.* 
Usefulness  of  the  Model  Cities  Program  to  the  Elderly:* 

Part  1.  Washington,  D.C.,  July  23,  1968. 

Part  2.  Seattle,  Wash.,  October  14,  1968. 

Part  3.  Ogden,  Utah,  October  24,  1968. 

Part  4.  Syracuse,  N.Y.,  December  9,  1968. 

Part  5.  Atlanta,  Ga.,  December  11,  1968. 

Part  6.  Boston,  Mass.,  July  11,  1969. 

Part  7.  Washington,  D.C.,  October  14  and  15,  1969. 
Adequacy  of  Services  for  Older  Workers,  Washington,  D.C.,  July 
24,  25,  and  29,  1968.*  J 
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Part  2.  El  Paso,  Tex. 
Part  3.  San  Antonio, 
Part  4.  Washington, 
Part  5.  Washington, 


17, 


Availability  and  Usefulness  of  Federal  Programs  and  Services  to 
Elderly  Mexican-Americans:  * 
Part  1.  Los  Angeles,  Calif.,  December  17,  1968. 
,  December  18,  1968. 
Tex.,  December  19,  1968. 
D.C.,  January  14  and  15,  1969. 
D.C.,  November  20  and  21,  1969. 
Economics  of  Aging:  Toward  a  Full  Share  in  Abundance:* 

Part   1.  Washington,  D.C.,  survey  hearing,  April  29  and  30, 

1969. 
Part  2.  Ann  Arbor,  Mich.,  consumer  aspects,  June  9,  1969. 
Part  3.  Washington,  D.C.,  health  aspects,  July  17  and  18,  1969. 
Part  4.  Washington,  D.C.,  homeownership  aspects,  July  31  and 

August  1,  1969. 
Part  5.  Paramus,  N.J.,  central  suburban  area,  August  14,  1969. 
Part  6.   Cape  May,  N.J.,  retirement  community,  August   15, 

1969. 
Part  7.  Washington,  D.C.,  international  perspectives,  August 

25,  1969. 
Part  8.  Washington,  D.C.,  national  organizations,  October  29, 

1969. 
Part  9.  Washington,  D.C.,  employment  aspects,  December  18 

and  19,  1969. 
Part   10 A.  Washington,   D.C.,  pension   aspects, 

1970. 
Part    10B.   Washington,   D.C.,  pension  aspects, 

1970. 
Part  11.  Washington,  D.C. 
6,  1970. 
The  Federal  Role  in  Encouraging  Preretirement 
New  Work  Lifetime  Patterns,  Washington,  D.C. 
Trends  in  Long-Term  Care:* 

Part  1.  Washington,  D.C,  July  30,  1969. 

Part  2.  St.  Petersburg,  Fla.,  January  9,  1970. 

Part  3.  Hartford,  Conn.,  January  15,  1970. 

Part  4.  Washington,  D.C.  (Marietta,  Ohio,  fire),  February  9, 

1970. 
Part  5.  Washington,  D.C.  (Marietta,  Ohio,  fire),  February  10, 

1970. 
Part  6.  San  Francisco,  Calif.,  February  12,  1970. 
Part  7.  Salt  Lake  City,  Utah,  February  13,  1970. 
Part  8.  Washington,  D.C,  May  7,  1970. 
Part  9.  Washington,  D.C.  (Salmonella),  August  19,  1970. 
Part  10.  Washington,  D.C.  (Salmonella),  December  14,  1970. 
Part  11.  Washington,  D.C,  December  17,  1970. 
Part  12.  Chicago,  111.,  April  2,  1971. 
Part  13.  Chicago,  111.,  April  3,  1971. 
Part  14.  Washington,  D.C,  June  15,  1971. 
Part  15.  Chicago,  111.,  September  14,  1971. 
Part  16.  Washington,  D.C,  September  29,  1971. 
Part  17.  Washington,  D.C,  October  14,  1971. 


February 
February 
concluding  hearing,  May  4,  5,  and 


18, 


Counseling  and 
July  25,  1969.* 
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Trends  in  Long-Term  Care— Continued 

Part  18.  Washington,  D.C.,  October  28,  1971. 

Part  19A.  Minneapolis-St.  Paul,  Minn.,  November  29,  1971 

Part  19B.  Minneapolis-St.  Paul,  Minn.,  November  29,  1971 

Part  20.  Washington,  D.C.,  August  10,  1972. 

Part  21.  Washington,  D.C.,  October  10,  1973. 

Part  22.  Washington,  D.C.,  October  11,  1973. 

Part  23.  New  York,  N.Y.,  January  21,  1975. 

Part  24.  New  York,  N.Y.,  February  4,  1975. 

Part  25.  Washington,  D.C.,  February  19,  1975. 

Part  26.  Washington,  D.C.,  December  9,  1975. 

Part  27.  New  York,  N.Y.,  March  19,  1976. 
Older  Americans  in  Rural  Areas:* 

Part  1.  Des  Moines,  Iowa,  September  8,  1969. 

Part  2.  Majestic-Freeburn,  Ky.,  September  12,  1969. 

Part  3.  Fleming,  Ky.,  September  12,  1969. 

Part  4.  New  Albany,  Ind.,  September  16,  1969. 

Part  5.  Greenwood,  Miss.,  October  9,  1969. 

Part  6.  Little  Rock,  Ark.,  October  10,  1969. 

Part  7.  Emmett,  Idaho,  February  24,  1970. 

Part  8.  Boise,  Idaho,  February  24,  1970. 

Part  9.  Washington,  D.C.,  May  26,  1970. 

Part  10.  Washington,  D.C.,  June  2,  1970. 

Part  11.  Dogbone-Charleston,  W.  Va.,  October  27,  1970 

Part  12.  Wallace-Clarksburg,  W.  Va.,  October  28,  1970. 
Income  Tax  Overpayments  by  the  Elderly,  Washington,  D.C.,  April 
15,  1970. 

Sources  of  Community  Support  for  Federal  Programs  Serving  Older 
Americans:* 

Part  1.  Ocean  Grove,  N.J.,  April  18,  1970. 

Part  2.  Washington,  D.C.,  June  8  and  9,  1970. 
Legal  Problems  Affecting  Older  Americans:* 

Part  1.  St.  Louis,  Mo.,  August  11,  1970. 

Part  2.  Boston,  Mass.,  April  30,  1971. 
Evaluation   of  Administration   on  Aging  and   Conduct  of  White 
House  Conference  on  Aging:* 

Part  1.  Washington,  D.C.,  March  25,  1971. 

Part  2.  Washington,  D.C.,  March  29,  1971. 

Part  3.  Washington,  D.C.,  March  30,  1971. 

Part  4.  Washington,  D.C.,  March  31,  1971. 

Part  5.  Washington,  D.C.,  April  27,  1971. 

Part  6.  Orlando,  Fla.,  May  10,  1971. 

Part  7.  Des  Moines,  Iowa,  May  13,  1971. 

Part  8.  Boise,  Idaho,  May  28,  1971. 

Part  9.  Casper,  Wyo.,  August  13,  1971. 

Part  10.  Washington,  D.C.,  February  3,  1972. 
Cutbacks  in  Medicare  and  Medicaid  Coverage:* 

Part  1.  Los  Angeles,  Calif.,  May  10,  1971. 

Part  2.  Woonsocket,  R.I.,  June  14,  1971. 

Part  3.  Providence,  R.I.,  September  20,  1971. 
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Unemployment  Among  Older  Workers:  * 

Part  1.  South  Bend,  Ind.,  June  4,  1971. 

Part  2.  Roanoke,  Ala.,  August  10,  1971. 

Part  3.  Miami,  Fla.,  August  11,  1971. 

Part  4.  Pocatello,  Idaho,  August  27,  1971. 
Adequacy  of  Federal  Response  to  Housing  Needs  of  Older  Ameri- 
cans:* 

Part  1.  Washington,  D.C.,  August  2,  1971. 

Part  2.  Washington,  D.C.,  August  3,  1971. 

Part  3.  Washington,  D.C.,  August  4,  1971. 

Part  4.  Washington,  D.C.,  October  28,  1971. 

Part  5.  Washington,  D.C.,  October  29,  1971. 

Part  6.  Washington,  D.C.,  July  31,  1972. 

Part  7.  Washington,  D.C.,  August  1,  1972. 

Part  8.  Washington,  D.C.,  August  2,  1972. 

Part  9.  Boston,  Mass.,  October  2,  1972. 

Part  10.  Trenton,  N.J.,  January  17,  1974. 

Part  11.  Atlantic  City,  N.J.,  January  18,  1974. 

Part  12.  East  Orange,  N.J.,  January  19,  1974. 

Part  13.  Washington,  D.C.,  October  7,  1975. 

Part  14.  Washington,  D.C.,  October  8,  1975. 
Flammable  Fabrics  and  Other  Fire  Hazards  to  Older  Americans, 

Washington,  D.C.,  October  12,  1971.* 
A  Barrier-Free  Environment  for  the  Elderly  and  the  Handicapped:* 

Part  1.  Washington,  D.C.,  October  18,  1971. 

Part  2.  Washington,  D.C.,  October  19,  1971. 

Part  3.  Washington,  D.C.,  October  20,  1971. 
Death  With  Dignity:  An  Inquiry  Into  Related  Public  Issues:* 

Part  1.  Washington,  D.C.,  August  7,  1972. 

Part  2.  Washington,  D.C.,  August  8,  1972. 

Part  3.  Washington,  D.C.,  August  9,  1972. 
Future  Directions  in  Social  Security:* 

Part  1.  Washington,  D.C.,  January  15,  1973. 

Part  2.  Washington,  DC.,  January  22,  1973. 

Part  3.  Washington,  D.C.,  January  23,  1973. 

Part  4.  Washington,  D.C.,  July  25,  1973. 

Part  5.  Washington,  D.C.,  July  26,  1973. 

Part  6.  Twin  Falls,  Idaho,  May  16,  1974. 

Part  7.  Washington,  D.C.,  July  15,  1974. 

Part  8.  Washington,  D.C.,  July  16,  1974. 

Part  9.  Washington,  D.C.,  March  18,  1975. 

Part  10.  Washington,  D.C.,  March  19,  1975. 

Part  11.  Washington,  D.C.,  March  20,  1975. 

Part  12.  Washington,  D.C.,  May  1,  1975. 

Part  13.  San  Francisco,  Calif.,  May  15,  1975. 

Part  14.  Los  Angeles,  Calif.,  May  16,  1975. 

Part  15.  Des  Moines,  Iowa,  May  19,  1975. 

Part  16.  Newark,  N.J.,  June  30,  1975. 

Part  17.  Toms  River,  N.J.,  September  8,  1975. 

Part  18.  Washington,  D.C.,  October  22,  1975. 
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Future  Directions  in  Social  Security— Continued 

Part  19.  Washington,  D.C.,  October  23,  1975. 

Part  20.  Portland,  Oreg.,  November  24,  1975. 

Part  21.  Portland,  Oreg.,  November  25,  1975. 

Part  22.  Nashville,  Tenn.,  December  6,  1975. 

Part  23.  Boston,  Mass.,  December  19,  1975. 

Part  24.  Providence,  R.I.,  January  26,  1976. 

Part  25.  Memphis,  Tenn.,  February  13,  1976. 
Fire  Safety  in  Highrise  Buildings  for  the  Elderly:* 

Part  1.  Washington,  D.C.,  February  27,  1973. 

Part  2.  Washington,  D.C.,  February  28,  1973. 
Barriers  to  Health  Care  for  Older  Americans:* 

Part  1.  Washington,  D.C.,  March  5,  1973. 

Part  2.  Washington,  D.C.,  March  6,  1973. 

Part  3.  Livermore  Falls,  Maine,  April  23,  1973 

Part  4.  Springfield,  111.,  May  16,  1973. 

Part  5.  Washington,  D.C.,  July  11,  1973. 

Part  6.  Washington,  D.C.,  July  12,  1973. 

Part  7.  Coeur  d'Alene,  Idaho,  August  4,  1973 

Part  8.  Washington,  D.C.,  March  12,  1974. 

Part  9.  Washington,  D.C.,  March  13,  1974. 

Part  10.  Price,  Utah,  April  20,  1974. 

Part  11.  Albuquerque,  N.  Mex.,  May  25,  1974. 

Part  12.  Santa  Fe,  N.  Mex.,  May  25,  1974. 

Part  13.  Washington,  D.C.,  June  25,  1974. 

Part  14.  Washington,  D.C.,  June  26,  1974. 

Part  15.  Washington,  D.C.,  July  9,  1974. 

Part  16.  Washington,  D.C.,  July  17,  1974. 
Training  Needs  in  Gerontology:* 

Part  1.  Washington,  D.C.,  June  19,  1973. 

Part  2.  Washington,  D.C.,  June  21,  1973. 

Part  3.  Washington,  D.C.,  March  7,  1975. 
Hearing  Aids  and  the  Older  American:* 

Part  1.  Washington,  D.C.,  September  10,  1973. 

Part  2.  Washington,  D.C.,  September  11,  1973. 
Transportation  and  the  Elderly:  Problems  and  Progress* 

Part  1.  Washington,  D.C.,  February  25,  1974. 

Part  2.  Washington,  D.C.,  February  27,  1974. 

Part  3.  Washington,  D.C.,  February  28,  1974. 

Part  4.  Washington,  D.C.,  April  9,  1974. 

Part  5.  Washington,  D.C.,  July  29,  1975. 

Part  6.  Washington,  D.C.,  July  12,  1977. 
Improving  Legal  Representation  for  Older  Americans* 

Part  1.  Los  Angeles,  Calif.,  June  14,  1974. 

Part  2.  Boston,  Mass.,  August  30,  1976. 

Part  3.  Washington,  D.C.,  September  28,  1976. 

Part  4.  Washington,  D.C.,  September  29,  1976. 
Establishing  a  National  Institute  on  Aging,  Washington  D  C 

gust  1,  1974.*  * 

The  Impact  of  Rising  Energy  Costs  on  Older  Americans* 

Part  1.  Washington,  D.C.,  September  24,  1974. 
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The  Impact  of  Rising  Energy  Costs  on  Older  Americans— Contin- 
ued 
Part  2.  Washington,  D.C.,  September  25,  1974. 
Part  3.  Washington,  D.C.,  November  7,  1975. 
Part  4.  Washington,  D.C.,  April  5,  1977. 
Part  5.  Washington,  D.C.,  April  7,  1977. 
Part  6.  Washington,  D.C.,  June  28,  1977. 
Part  7.  Missoula,  Mont.,  February  14,  1979. 
The  Older  Americans  Act  and  the  Rural  Elderly,  Washington,  D.C., 

April  28,  1975.* 
Examination  of  Proposed  Section  202  Housing  Regulations:* 
Part  1.  Washington,  D.C.,  June  6,  1975. 
Part  2.  Washington,  D.C.,  June  26,  1975. 
The  Recession  and  the  Older  Worker,  Chicago,  111.,  August  14, 

1975.* 
Medicare  and  Medicaid  Frauds:* 

Part  1.  Washington,  D.C.,  September  26,  1975. 
Part  2.  Washington,  D.C.,  November  13,  1975. 
Part  3.  Washington,  D.C.,  December  5,  1975. 
Part  4.  Washington,  D.C.,  February  16,  1976. 
Part  5.  Washington,  D.C.,  August  30,  1976. 
Part  6.  Washington,  D.C.,  August  31,  1976. 
Part  7.  Washington,  D.C.,  November  17,  1976. 
Part  8.  Washington,  D.C.,  March  8,  1977. 
Part  9.  Washington,  D.C.,  March  9,  1977. 
Mental  Health  and  the  Elderly,  Washington,  D.C.,  September  29, 

1975.* 
Proprietary  Home  Health  Care  (joint  hearing  with  House  Select 

Committee  on  Aging),  Washington,  D.C.,  October  28,  1975.* 
Proposed  USDA  Food  Stamp  Cutbacks  for  the  Elderly,  Washington, 

D.C.,  November  3,  1975.* 
The  Tragedy  of  Nursing  Home  Fires:  The  Need  for  a  National  Com- 
mitment for  Safety  (joint  hearing  with  House  Select  Committee 
on  Aging),  Washington,  D.C.,  June  3,  1976.* 
The  Nation's  Rural  Elderly:* 

Part  1.  Winterset,  Iowa,  August  16,  1976. 

Part  2.  Ottumwa,  Iowa,  August  16,  1976. 

Part  3.  Gretna,  Nebr.,  August  17,  1976. 

Part  4.  Ida  Grove,  Iowa,  August  17,  1976. 

Part  5.  Sioux  Falls,  S.  Dak.,  August  18,  1976. 

Part  6.  Rockford,  Iowa,  August  18,  1976. 

Part  7.  Denver,  Colo.,  March  23,  1977. 

Part  8.  Flagstaff,  Ariz.,  November  5,  1977. 

Part  9.  Tucson,  Ariz.,  November  7,  1977. 

Part  10.  Terre  Haute,  Ind.,  November  11,  1977. 

Part  11.  Phoenix,  Ariz.,  November  12,  1977. 

Part  12.  Roswell,  N.  Mex.,  November  18,  1977. 

Part  13.  Taos,  N.  Mex.,  November  19,  1977. 

Part  14.  Albuquerque,  N.  Mex.,  November  21,  1977. 

Part  15.  Pensacola,  Fla.,  November  21,  1977. 

Part  16.  Gainesville,  Fla.,  November  22,  1977. 

Part  17.  Champaign,  111.,  December  13,  1977. 
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Medicine  and  Aging:  An  Assessment  of  Opportunities  and  Neglect, 

New  York,  N.Y.,  October  13,  1976.* 
Effectiveness  of  Food  Stamps  for  Older  Americans:* 
Part  1.  Washington,  D.C.,  April  18,  1977. 
Part  2.  Washington,  D.C.,  April  19,  1977. 
Health  Care  for  Older  Americans:  The  "Alternatives"  Issue:* 
Part  1.  Washington,  D.C.,  May  16,  1977. 
Part  2.  Washington,  D.C.,  May  17,  1977. 
Part  3.  Washington,  D.C.,  June  15,  1977. 
Part  4.  Cleveland,  Ohio,  July  6,  1977. 
Part  5.  Washington,  D.C.,  September  21,  1977. 
Part  6.  Holyoke,  Mass.,  October  12,  1977. 
Part  7.  Tallahassee,  Fla.,  November  23,  1977. 
Part  8.  Washington,  D.C.,  April  17,  1978. 
Senior  Centers  and  the  Older  Americans  Act,  Washington,  D.C., 

October  20,  1977.* 
The  Graying  of  Nations:  Implications,  Washington,  D.C.,  November 

10,  1977.* 
Tax  Forms  and  Tax  Equity  for  Older  Americans,  Washington,  D.C., 

February  24,  1978.* 
Medi-Gap:  Private  Health  Insurance  Supplements  to  Medicare:* 
Part  1.  Washington,  D.C.,  May  16,  1978. 
Part  2.  Washington,  D.C.,  June  29,  1978. 
Retirement,  Work,  and  Lifelong  Learning:* 
Part  1.  Washington,  D.C.,  July  17,  1978. 
Part  2.  Washington,  D.C.,  July  18,  1978. 
Part  3.  Washington,  D.C.,  July  19,  1978. 
Part  4.  Washington,  D.C.,  September  8,  1978. 
Medicaid  Anti-Fraud  Programs:  The  Role  of  State  Fraud  Control 

Units,  Washington,  D.C.,  July  25,  1978.* 
Vision  Impairment  Among  Older  Americans,  Washington,  D.C.,  Au- 
gust 3,  1978.* 
The  Federal-State  Effort  in  Long-Term  Care  for  Older  Americans: 
Nursing   Homes   and   "Alternatives,"   Chicago,    111.,   August   30, 
1978.* 
Condominiums  and  the  Older  Purchaser:* 

Part  1.  Hallandale,  Fla.,  November  28,  1978. 
Part  2.  West  Palm  Beach,  Fla.,  November  29,  1978. 
Older  Americans  in  the  Nation's  Neighborhoods:* 
Part  1.  Washington,  D.C.,  December  1,  1978. 
Part  2.  Oakland,  Calif.,  December  4,  1978. 
Commodities   and  Nutrition   Program  for  the   Elderly,   Missoula, 

Mont.,  February  14,  1979.* 
The  Effect  of  Food  Stamp  Cutbacks  on  Older  Americans,  Washing- 
ton, D.C.,  April  11,  1979.* 
Home  Care  Services  for  Older  Americans:  Planning  for  the  Future, 

Washington,  D.C.,  May  7  and  21,  1979.* 
Federal  Paperwork  Burdens,  With  Emphasis  on  Medicare  (joint 
hearing  with  Subcommittee  on  Federal  Spending  Practices  and 
Open  Government  of  the  Senate  Committee  on  Governmental  Af- 
fairs), St.  Petersburg,  Fla.,  August  6,  1979.* 
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Abuse  of  the  Medicare  Home  Health  Program,  Miami,  Fla.,  August 

28,  1979.* 
Occupational  Health  Hazards  of  Older  Workers  in  New  Mexico, 

Grants,  N.  Mex.,  August  30,  1979.* 
Energy  Assistance  for  the  Elderly:* 

Part  1.  Akron,  Ohio,  August  30,  1979. 
Part  2.  Washington,  D.C.,  September  13,  1979. 
Part  3.  Pennsauken,  N.J.,  May  23,  1980. 
Part  4.  Washington,  D.C.,  July  25,  1980. 
Regulations  To  Implement  the  Comprehensive  Older  Americans 
Act  Amendments  of  1978:* 

Part  1.  Washington,  D.C.,  October  18,  1979. 
Part  2.  Washington,  D.C.,  March  24,  1980. 
Medicare  Reimbursement  for  Elderly  Participation  in  Health  Main- 
tenance Organizations  and  Health  Benefit  Plans,  Philadelphia, 
Pa.,  October  29,  1979.* 
Energy  and  the  Aged:  A  Challenge  to  the  Quality  of  Life  in  a  Time 
of  Declining  Energy  Availability,  Washington,  D.C.,  November 
26   1979.* 
Adapting  Social  Security  to  a  Changing  Work  Force,  Washington, 

D.C.,  November  28,  1979.* 
Aging  and  Mental  Health:  Overcoming  Barriers  to  Service:* 
Part  1.  Little  Rock,  Ark.,  April  4,  1980. 
Part  2.  Washington,  D.C.,  May  22,  1980. 
Rural  Elderly — The  Isolated  Population:  A  Look  at  Services  in  the 

80's,  Las  Vegas,  N.  Mex.,  April  11,  1980.* 
Work  After  65:  Options  for  the  80V.* 

Part  1.  Washington,  D.C.,  April  24,  1980. 
Part  2.  Washington,  D.C.,  May  13,  1980.* 
Part  3.  Orlando,  Fla.,  July  9,  1980. 
How  Old  Is  "Old"?  The  Effects  of  Aging  on  Learning  and  Working, 

Washington,  D.C.,  April  30,  1980.* 
Minority  Elderly:  Economics  and  Housing  in  the  80's,  Philadelphia, 

Pa.,  May  7,  1980.* 
Maine's  Rural  Elderly:  Independence  Without  Isolation,  Bangor, 

Maine,  June  9,  1980.* 
Elder  Abuse  (joint  hearing  with  House  Select  Committee  on  Aging), 

Washington,  D.C.,  June  11,  1980.* 
Crime  and  the  Elderly:  What  Your  Community  Can  Do,  Albuquer- 
que, N.  Mex.,  June  23,  1980,  stock  No.  052-070-05517-1— $5.* 
Possible  Abuse  and  Maladministration  of  Home  Rehabilitation  Pro- 
grams for  the  Elderly,  Santa  Fe,  N.  Mex.,  October  8,  1980,  and 
Washington,  D.C.,  December  19,  1980.* 
Energy  Equity  and  the  Elderly  in  the  80's:* 
Part  1.  Boston,  Mass.,  October  24,  1980. 
Part  2.  St.  Petersburg,  Fla.,  October  28,  1980. 
Retirement  Benefits:  Are  They  Fair  and  Are  They  Enough?,  Fort 
Leavenworth,  Kans.,  November  8,  1980.* 
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Social  Security:  What  Changes  Are  Necessary?:* 
Part  1.  Washington,  D.C.,  November  21,  1980. 
Part  2.  Washington,  D.C.,  December  2,  1980. 
Part  3.  Washington,  D.C.,  December  3,  1980. 
Part  4.  Washington,  D.C.,  December  4,  1980. 
Home  Health  Care:  Future  Policy  (joint  hearing  with  Senate  Com- 
mittee on  Labor  and  Human  Resources),  Princeton,  N.J.,  Novem- 
ber 23,  1980.* 
Impact  of  Federal  Estate  Tax  Policies  on  Rural  Women,  Washing- 
ton, D.C.,  February  4,  1981.* 
Impact  of  Federal  Budget  Proposals  on  Older  Americans:* 
Part  1.  Washington,  D.C.,  March  20,  1981. 
Part  2.  Washington,  D.C.,  March  27,  1981. 
Part  3.  Philadelphia,  Pa.,  April  10,  1981. 
Energy  and  the  Aged,  Washington,  D.C.,  April  9,  1981.* 
Older  Americans  Act,  Washington,  D.C.,  April  27,  1981.* 
Social  Security  Reform:  Effect  on  WTork  and  Income  After  Age  65 

Rogers,  Ark.,  May  18,  1981.* 
Social  Security  Oversight:* 

Part  1  (Short-Term  Financing  Issues).  Washington,  D.C.,  June 

16,  1981. 
Part  2  (Early  Retirement).  Washington,  D.C.,  June  18,  1981. 
Part  3  (Cost-of-Living  Adjustments).  Washington,  D.C.,  June 
24,  1981. 
Medicare  Reimbursement  to  Competitive  Medical  Plans,  Washing- 
ton, D.C.,  July  29,  1981.* 
Rural  Access  to  Elderly  Programs,  Sioux  Falls,  S.  Dak.,  August  3, 

1981.* 
Frauds  Against  the  Elderly,  Harrisburg,  Pa.,  August  4,  1981.* 
The  Social  Security  System:  Averting  the  Crisis,  Evanston,  111.,  Au- 
gust 10,  1981.* 
Social  Security  Reform  and  Retirement  Income  Policy,  Washington, 

D.C.,  September  16,  1981.* 
Older  Americans  Fighting  the  Fear  of  Crime,  Washington,  D.C., 

September  22,  1981.* 
Employment:  An  Option  for  All  Ages,  Rock  Island,  111.,  and  Dav- 
enport, Iowa,  October  12,  1981.* 
Older  Workers:  The  Federal  Role  in  Promoting  Employment  Oppor- 
tunities, Washington,  D.C.,  October,  29,  1981.* 
Rural  Health  Care  for  the  Elderly:  New  Paths  for  the  Future 

Grand  Forks,  N.  Dak.,  November  14,  1981.* 
Oversight  of  HHS  Inspector  General's  Effort  To  Combat  Fraud, 
Waste  and  Abuse  (joint  hearing  with  the  Senate  Finance  Com- 
mittee), Washington,  D.C.,  December  9,  1981.* 
Alternative  Approaches  To  Housing  Older  Americans,   Hartford, 
Conn.,  February  1,  1982.* 

EniearJo  *and  the  Aged:  The  Widening  GaP>  Erie>  pa.,  February  19, 

Hunger,  Nutrition,  Older  Americans:  The  Impact  of  the  Fiscal  Year 
1983  Budget,  Washington,  D.C.,  February  25,  1982.* 

Problems  Associated  With  the  Medicare  Reimbursement  System  for 
Hospitals,  Washington,  D.C.,  March  10,  1982.* 
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Impact  of  the  Federal  Budget  on  the  Future  of  Services  for  Older 
Americans    (joint    hearing   with    House    Select    Committee    on 
Aging),  Washington,  D.C.,  April  1,  1982.* 
Health  Care  for  the  Elderly:  What's  in  the  Future  for  Long-Term 

Care?,  Bismarck,  N.  Dak.,  April  6,  1982.* 
The  Impact  of  the  Administration's  Housing  Proposals  on  Older 

Americans,  Washington,  D.C.,  April  23,  1982.* 
Rural  Older  Americans:  Unanswered  Questions,  Washington,  D.C., 

May  19,  1982.* 
The  Hospice  Alternative,  Pittsburgh,  Pa.,  May  24,  1982.* 
Nursing  Home  Survey  and  Certification:  Assuring  Quality  Care, 

Washington,  D.C.,  July  15,  1982.* 
Opportunities  in  Home  Equity  Conversion  for  the  Elderly,  Wash- 
ington, D.C.,  July  20,  1982.*  ;     _ 
Long-Term  Health  Care  for  the  Elderly,  Newark,  N.J.,  July  26, 

1982  * 
Fraud,  Waste,  and  Abuse  in  the  Medicare  Pacemaker  Industry, 

Washington,  D.C.,  September  10,  1982.* 
Social  Security  Disability:  The  Effects  of  the  Accelerated  Review 

(joint  hearing  with  Subcommittee  on  Civil  Service,  Post  Office, 

and  General  Services  of  the  Senate  Committee  on  Governmental 

Affairs),  Fort  Smith,  Ark.,  November  19,  1982.* 
Quality  Assurance  Under  Prospective  Reimbursement  Programs, 

Washington,  D.C.,  February  4,  1983.* 
Combating  Frauds  Against  the  Elderly,  Washington,  D.C.,  March 

1,  1983.* 
Energy  and  the  Aged:  The  Impact  of  Natural  Gas  Deregulation, 

Washington,  D.C.,  March  17,  1983.* 
Social  Security  Reviews  of  the  Mentally  Disabled,  Washington, 

D.C.,  April  7,  8,  1983.* 
The  Future  of  Medicare,  Washington,  D.C.,  April  13,  1983.* 
Life  Care  Communities:  Promises  and  Problems,  Washington,  D.C., 

May  25,  1983,  stock  No.  052-070-05880-3,  $4.50.* 
Drug  Use  and  Misuse:  A  Growing  Concern  for  Older  Americans 

(joint  hearing  with  the  Subcommittee  on  Health  and  Long-Term 

Care  of  the  House  Select  Committee  on  Aging),  Washington, 

D.C.,  June  28,  1983.* 
Community  Alternatives  to  Institutional  Care,  Harnsburg,  Pa., 

July  6,  1983.* 
Crime  Against  the  Elderly,  Los  Angeles,  Calif.,  July  6,  1983.* 
Home  Fire  Deaths:  A  Preventable  Tragedy,  Washington,  D.C.,  July 

28   1983  * 
The  Role  of  Nursing  Homes  in  Today's  Society,  Sioux  Falls,  S. 

Dak.,  August  29,  1983.*  ,     xT 

Endless  Night,  Endless  Mourning:  Living  With  Alzheimer  s,  New 

York,  N.Y.,  September  12,  1983.* 
Controlling  Health  Care  Costs:  State,  Local,  and  Private  Sector  Ini- 
tiatives, Washington,  D.C.,  October  26,  1983,  stock  No.  052-070- 

05899—4  $3  75  * 
Social  Security:  How  Well  Is  It  Serving  the  Public?  Washington, 

D.C.,  November  29,  1983.* 
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The  Crisis  in  Medicare:  Proposals  for  Reform,  Sioux  City   Iowa   De- 
cember 13,  1983.* 
Social  Security  Disability  Reviews:  The  Human  Costs* 
Part  1.  Chicago,  111.,  February  16,  1984. 
Part  2.  Dallas,  Tex.,  February  17,  1984. 
Part  3.  Hot  Springs,  Ark.,  March  24,  1984. 
Meeting  the  Present  and  Future  Needs  for  Long-Term  Care,  Jersey 

City,  N.J.,  February  27,  1984.* 
Energy  and  the  Aged:  Strategies  for  Improving  the  Federal  Weath- 

enzation  Program,  Washington,  D.C.,  March  2,  1984. 
Medicare:  Physician  Payment  Options,  Washington,  D.C.,  March 
16,  1984. 

Reauthorization  of  the  Older  Americans  Act,  1984  (joint  hearing 
with  the  Subcommittee  on  Aging  of  the  Senate  Committee  on 
iQ«?r*  Human   Resources),   Washington,   D.C.,   March   20, 

Long-Term  Care:  A  Look  at  Home  and  Community-Based  Services 
Granite  City,  111.,  April  13,  1984.* 

Mo£ic?£o:  Present  Problems— Future  Options,  Wichita,  Kans.,  April 
20,  1984. 

Sheltering  America's  Aged:  Options  for  Housing  and  Services,  Bos- 
ton, Mass.,  April  23,  1984.* 

Protecting  Medicare  and  Medicaid  Patients  from  Sanctioned  Health 
Practitioners,  Washington,  D.C.,  May  1,  1984.* 

A ilr0th i^^Sf8"7  Review  of  the  SSI  Program,  Washington,  DC, 
May  17,  1984. 

Long-Term  Needs  of  the  Elderly:  A  Federal-State-Private  Partner- 
ship, Seattle,  Wash.,  July  10,  1984.* 

Low-Cost  Housing  for  the  Elderly:  Surplus  Lands  and  Private-Sec- 
tor Initiatives,  Sacramento,  Calif.,  August  13,  1984.* 

The  Crisis  in  Medicare:  Exploring  the  Choices,  Rock  Island,  111., 
August  20,  1984.* 

The  Cost  of  Caring  for  the  Chronically  111.:  The  Case  for  Insurance, 
Washington,  D.C.,  September  21,  1984.* 

Discrimination  Against  the  Poor  and  Disabled  in  Nursing  Homes, 
Washington,  D.C.,  October  1,  1984.* 

Women  In  Our  Aging  Society,  Columbus,  Ohio,  October  8,  1984.* 

Healthy  Elderly  Americans:  A  Federal,  State,  and  Personal  Part- 
nership, Albuquerque,  N.  Mex.,  October  12,  1984.* 

Living  Between  the  Cracks:  America's  Chronic  Homeless,  Philadel- 
phia, Pa.,  December  12,  1984. 

Unnecessary  Surgery:  Double  Jeopardy  for  Older  Americans,  Wash- 
ington,  DC,  March  14,  1985,  Serial  No.  99-1. 

i^Hceal-th,  xS^A  Purina,  Oklahoma  City,  OK,  April  9, 
1985,  Serial  No.  99-2.* 

Prospects  for  Better  Health  for  Older  Women,  Toledo,  OH,  April  15, 

1985,  Serial  No.  99-3.* 
Pacemakers  Revisited:  A  Saga  of  Benign  Neglect,  Washington,  DC, 

May  10,  1985,  Serial  No.  99-4,  Stock  No.  552-070-00035-6,  $25. 
The  Pension  Gamble:  Who  Wins?  Who  Loses?  Washington,  DC, 

June  14,  1985,  Serial  No.  99-5. 
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Americans  At  Risk:  The  Case  of  the  Medically  Uninsured,  Wash- 
ington, DC,  June  27,  1985,  Serial  No.  99-6.* 
The  Graying  of  Nations  II,  New  York,  NY,  July  12,  1985,  Serial  No. 

99-7,  stock  No.  052-070-06113-8,  $4.75.* 
The  Closing  of  Social  Security  Field  Offices,  Pittsburgh,  PA,  Sep- 
tember 9,  1985,  Serial  No.  99-8.* 
Quality  of  Care  Under  Medicare's  Prospective  Payment  System, 
Volume  I,  Serial  Nos.  99-9,  10,  11,  stock  No.  552-070-00161-1, 
$11. 
Medicare  DRG's:   Challenges  for  Quality  Care,  Washington, 

DC,  September  26,  1985. 
Medicare  DRG's:  Challenges  for  Post-Hospital  Care,  Washing- 
ton, DC,  October  24,  1985. 
Medicare  DRG's:  The  Government's  Role  in  Ensuring  Quality 
Care,  Washington,  DC,  November  12,  1985. 
Quality  of  Care  Under  Medicare's  Prospective  Payment  System, 
Volume  II— Appendix,  Serial  Nos.  99-9,  10,  11,  stock  No.  552- 
070-00162-0,  $21. 
Challenges  for  Women:  Taking  Charge,  Taking  Care,  Cincinnati, 
OH,  November  18,  1985,  Serial  No.  99-12,  stock  No.  552-070- 
00264-2,  $2.50.* 
The  Relationship  Between  Nutrition,  Aging,  and  Health:  A  Per- 
sonal and  Social  Challenge,  Albuquerque,  NM,  December   14, 

1985,  Serial  No.  99-13,  stock  No.  552-070-00311-8,  $3.25.* 

The  Effects  of  PPS  on  Quality  of  Care  for  Medicare  Patients,  Los 

Angeles,  CA,  January  7,  1986,  Serial  No.  99-14,  stock  No.  552- 

070-00322-3,  $4.75. 
Gramm-Rudman-Hollings:  The  Impact  on  the  Elderly,  Washington, 

DC,  February  21,  1986,  Serial  No.  99-15,  stock  No.  552-070- 

01479-9,  $5. 
Disposable  Dialysis  Devices:  Is  Reuse  Abuse?  Washington,  DC, 

March  6,  1986,  Serial  No.  99-16,  stock  No.  552-070-00501-3, 

$19.* 
Employment   Opportunities   for   Women:    Today   and   Tomorrow, 

Cleveland,  OH,  April  21,  1986,  Serial  No.  99-17,  stock  No.  552- 

070-00632-0,  $3.* 
The  Erosion  of  the  Medicare  Home  Health  Care  Benefit,  Newark, 

NJ,  April  21,  1986,  Serial  No.  99-18,  stock  No.  552-070-00633- 

8  $2  50  * 
Nursing  Home  Care:  The  Unfinished  Agenda,  Washington,  DC, 

May  21,  1986,  Serial  No.  99-19.* 
Medicare:  Oversight  on  Payment  Delays,  Jacksonville,  FL,  May  23, 

1986,  Serial  No.  99-20,  stock  No.  552-070-01372-5,  $2.25. 
Working  Americans:  Equality  at  Any  Age,  Washington,  DC,  June 

19,  1986,  Serial  No.  99-21,  stock  No.  552-070-00818-7,  $4.50. 
The  Older  Americans  Act  and  Its  Application  to  Native  Americans, 
Oklahoma  City,  OK,  June  28,  1986,  Serial  No.  99-22,  stock  No. 
552-070-00836-5,  $6. 


Note:  When  requesting  or  ordering  publications  in  this  listing,  it  is  important  that  you  first 
read  the  instructions  on  page  1. 
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Providing  a  Comprehensive  and  Compassionate  Long-Term  Health 
Care  Program  for  America's  Senior  Citizens,  New  Haven  CT 
July  7,  1986,  Serial  No.  99-23,  stock  No.  552-070-00849-7' 
$3.50. 

The  Crisis  in  Home  Health  Care:  Greater  Need,  Less  Care  Phila- 
delphia, PA,  July  28,  1986,  Serial  No.  99-24,  stock  No.  552-070- 
01503-5,  $1.50. 

Retiree  Health  Benefits:  The  Fair  Weather  Promise?  Washington 
DC,  August  7,  1986,  Serial  No.  99-25.* 

Health  Care  for  Older  Americans:  Insuring  Against  Catastrophic 
Loss,  Serial  No.  99-26.* 
Part  1.  Fort  Smith,  AR,  August  27,  1986. 
Part  2.  Little  Rock,  AR,  August  28,  1986. 

Continuum  of  Health  Care  for  Indian  Elders,  Santa  Fe,  NM  Sep- 
tember 3,  1986,  Serial  No.  99-27.* 

Catastrophic  Health  Care  Costs,  Washington,  DC,  January  26 
1987,  Serial  No.  100-1.* 

Catastrophic  Health  Costs:  Broad  Problems  Demanding  Equally 
Broad  Solutions  (joint  hearing  with  House  Select  Committee  on 
Aging),  Washington,  DC,  Serial  No.  100-2.* 

Proposed  Fiscal  Year  1988  Budget:  What  it  Means  to  Older  Ameri- 
cans, Washington,  DC,  March  13,  1987,  Serial  No.  100-3.* 

The  Catastrophic  State  of  Catastrophic  Health  Care  Coverage  Bir- 
mingham, AL,  April  16,  1987,  Serial  No.  100-4.* 

Home  Care:  The  Agony  of  Indifference,  Washington,  DC,  April  27 
1987,  Serial  No.  100-5.* 

Outpatient  Hospital  Costs,  St.  Petersburg,  FL,  June  27,  1987,  Se- 
rial No.  100-6.* 

Developing  a  Consumer  Price  Index  for  the  Elderly,  Washington 
DC,  June  29,  1987,  Serial  No.  100-7.* 

Reauthorization  of  the  Older  Americans  Act,  Casselberry,  FL,  Julv 
2,  1987,  Serial  No.  100-8.*  y 

Prescription  Drugs  and  the  Elderly:  The  High  Cost  of  Growing  Old 
Washington,  DC,  July  20,  1987,  Serial  No.  100-9.* 

The  Medicare  Home  Care  Benefit:  Access  and  Quality,  Lakewood, 
NJ,  August  3,  1987,  Serial  No.  100-10.* 

Housing  the  Elderly,  A  Broken  Promise? 
Reno,  NV,  August  17,  1987. 
Las  Vegas,  NV,  August  18,  1987,  Serial  No.  100-11.* 

Prescription  Drug  Costs:  The  Growing  Burden  for  Older  Americans 
Little  Rock,  AR,  August  27,  1987,  Serial  No.  100-12.* 

20  Years  of  the  Age  Discrimination  in  Employment  Act:  Success  or 
Failure?  Washington,  DC,  September  10,  1987,  Serial  No.  100- 
13.* 

Examining  the  Medicare  Part  B  Premium  Increase,  Washington 
DC,  November  2,  1987,  Serial  No.  100-14.* 

Medicare  Payments  for  Home  Health  Services,  Portland,  ME  (joint 
hearing   with   the   Senate   Finance   Committee),   November    16 
1987,  Serial  No.  100-15.* 

Long-Term  Care:  From  Housing  and  Health  to  Human  Services 
Minneapolis,  MN,  January  5,  1988,  100-16.* 


Note:  When  requesting  or  ordering  publications  in  this  listing,  it  is  important  that  you  first 
read  the  instructions  on  page  1. 
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The  Social  Security  Notch:  Justice  or  Injustice?  Washington,  DC, 

February  22,  1988,  Serial  No.  100-17.* 
Adverse  Drug  Reactions:  Are  Safeguards  Adequate  for  the  Elderly? 

Washington,  DC,  March  25,  1988,  Serial  No.  100-18.* 
Vanishing  Nurses:  Diminishing  Care,  Philadelphia,  PA,  April  6, 

1988,  Serial  No.  100-19.* 
Adult  Day  Health  Care:  A  Vital  Component  of  Long-Term  Care, 

Washington,  DC,  April  18,  1988,  Serial  No.  100-20.* 
Advances  in  Aging  Research,  Washington,  DC,  May  11,  1988,  Se- 
rial No.  100-21.* 
Kickbacks  in  Cataract  Surgery,  Philadelphia,  PA,  May  23,  1988, 

Serial  No.  100-22. 
The  Rural  Health  Care  Challenge: 

Part  1— Rural  Hospitals,  Washington,  DC,  June  13,  1988.* 
Part  2 — Rural  Health  Care  Personnel,  Washington,  DC,  July 
11,  1988,  Serial  No.  100-23.* 
The  EEOC's  Performance  in  Enforcing  the  Age  Discrimination  in 
Employment  Act,  Washington,  DC,  June  23  and  24,  1988,  Serial 
No.  100-24.* 
The   American   Indian   Elderly:   The   Forgotten   Population,   Pine 

Ridge,  SD,  July  21,  1988,  Serial  No.  100-25.* 
Rural  Health  Care  Delivery  in  Arkansas:  Impact  on  the  Elderly, 

Pine  Bluff,  AR,  August  30,  1988,  Serial  No.  100-26.* 
Cost-of-Living  Adjustments  and  the  CPI:  A  Question  of  Fairness, 

Washington,  DC,  October  5,  1988,  Serial  No.  100-27.* 
Board  and  Care:  A  Failure  in  Public  Policy  (joint  hearing  with 
House  Aging),  Washington,  DC,  March  9,  1989,  Serial  No.  101- 
1. 
SSA's  Toll-Free  Telephone  System:  Service  or  Disservice?  Washing- 
ton, DC,  April  10,  1989,  Serial  No.  101-2. 
Intergenerational  Educational  Partnerships:  A  Lifetime  of  Talent 

To  Share,  April  24,  1989,  Boca  Raton,  FL,  Serial  No.  101-3.* 
Federal  Implementation  of  OBRA  1987  Nursing  Home  Reform  Pro- 
visions, Washington,  DC,  May  18,  1989,  Serial  No.  101-4. 
SSA's  Representative  Payee  Program:  Safeguarding  Beneficiaries 

From  Abuse,  June  6,  1989,  Washington,  DC,  Serial  No.  101-5. 
Prescription  Drug  Prices:  Are  We  Getting  Our  Money's  Worth?  July 

18,  1989,  Washington,  DC,  Serial  No.  101-6.* 
Access  to  Care  for  the  Elderly,  Aberdeen,  SD,  August  7,  1989,  Se- 
rial No.  101-7.* 
Long-Term  Care  in  Rural  America:  A  Family  and  Health  Policy, 
Challenge,  August  22,  1989,  Little  Rock,  AR  (joint  with  Pepper 
Commission),  Serial  No.  101-8.* 
Health  Care  for  the  Rural  Elderly:  Innovative  Approaches  To  Pro- 
viding Community  Services  and  Care  (joint  hearing  with  House 
Aging),  September  18,  1989,  Bangor,  ME,  Serial  No.  101-9.* 
The  Older  Workers  Benefit  Protection  Act— S.  1511  and  the  Age 
Discrimination   in   Employment  Act  Amendments   of   1989 — S. 
1293  (joint  hearing  with  Senate  Labor  and  Human  Resources), 
September  27,  1989,  Washington,  DC,  Serial  No.  101-10.* 


Note:  When  requesting  or  ordering  publications  in  this  listing,  it  is  important  that  you  first 
read  the  instructions  on  page  1. 
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Medicare  Coverage  of  Catastrophic  Health  Care  Cost:  What  Do 
Seniors  Need,  What  Do  Seniors  Want?  Las  Vegas,  NV  October 

10,  1989,  Serial  No.  101-11.* 

The  Shadow  Caregivers:  American  Families  and  Long-Term  Care 
November  13,  1989,  Philadelphia,  PA,  Serial  No.  101-12. 

Our  Nation's  Elderly:  Hidden  Victims  of  the  Drug  War*?  Washing- 
ton, DC,  November  15,  1989,  Serial  No.  101-13. 

Skyrocketing  Prescription  Drug  Prices:  Turning  a  Bad  Deal  Into  a 
Fair  Deal,  November  16,  1989,  Washington,  DC,  Serial  No.  101- 
14.* 

Medigap  Insurance:  Cost,  Confusion,  and  Criminality,  December 

11,  1989,  Madison,  WI,  Serial  No.  101-15.* 

Rising  Medigap  Premiums:  Symptom  of  a  Failing  System?  January 

8,  1990,  Harrisburg,  PA,  Serial  No.  101-16. 
Medigap  Policies:  Filling  Gaps  or  Emptying  Pockets?  March  7 

1990,  Washington,  DC,  Serial  No.  101-17. 
Aging  in  Place:  Community  Based  Care  for  Older  Virginians,  April 

11,  1990,  Charlottesville,  VA,  Serial  No.  101-18.* 
Respite  Care  in  New  Jersey,  April  16,  1990,  Lakewood,  NJ,  Serial 

No.  101-19.* 
New  Directions  for  SSA:  Revitalizing  Service,  May  18,  1990,  Wash- 
ington, DC,  Serial  No.  101-20. 
Rural  Health  Care  for  the  Elderly,  May  29,  1990,  Sioux  Falls,  SD 

Serial  No.  101-21. 
Retirement  and  Health  Planning,  May  30,  1990,  St.  Petersburg, 

FL,  Serial  No.  101-22. 
Hospice  and  Respite  Care,  June  18,  1990,  Elizabeth,  NJ,  Serial  No. 

AUJ. — ZtO. 

Disabled  Yet  Denied:  Bureaucratic  Injustice,  July  17,  1990,  Wash- 
ington, DC,  Serial  No.  101-24. 

Dl5Srin£  the  Frontier:  A  Policy  Challenge,  July  23,  1990,  Casper, 
WY,  Serial  No.  101-25. 

Crimes  Against  the  Elderly:  Let's  Fight  Back,  August  21-22,  1990 
Reno  and  Las  Vegas,  NV,  Serial  No.  101-26.* 

Long-Term  Care  for  the  Nineties:  A  Spotlight  on  Rural  America, 
August  21,  1990,  Little  Rock,  AR,  Serial  No.  101-27. 

Improving  Access  to  Primary  Health  Care,  August  28,  1990,  Albu- 
querque, NM,  Serial  No.  101-28.* 

Profiles  in  Aging  America:  Meeting  the  Health  Care  Needs  of  the 
Nation's  Black  Elderly,  September  28,  1990,  Washington,  DC,  Se- 
rial No.  101-29. 

Resident  Assessment:  The  Springboard  to  Quality  of  Care  and 
Quality  of  Life  for  Nursing  Home  Residents,  October  22,  1990, 
Washington,  DC,  Serial  No.  101-30. 

Elderly  Nutrition:  Policy  Issues  for  the  102nd  Congress,  February 
15,  1991  (joint  workshop  with  the  Senate  Committee  on  Agri- 
culture, Nutrition  and  Forestry),  Washington,  DC,  Serial  No. 
102—1.* 

Medicare  HMO's  and  Quality  Assurance:  Unfulfilled  Promises, 
March  13,  1991,  Washington,  DC,  Serial  No.  102-2. 

Respite  Care:  Rest  for  the  Weary,  April  23,  1991,  Washington,  DC, 
Serial  No.  102-3. 

ThJ!^Etilics  of  Health  Care  Rationing:  June  19,  1991,  Washington 
DC,  Serial  No.  102-4. 
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Elder  Abuse  and  Neglect:  Prevention  and  Intervention,  June  29, 

1991,  Birmingham,  AL,  Serial  No.  102-5. 
Reducing  the  Use  of  Chemical  Restraints  in  Nursing  Homes,  July 

22,  1991,  Washington,  DC,  Serial  No.  102-6. 
Low-Income  Beneficiaries:   Have  They  Been  Forgotten?  July  24, 

1991,  Washington,  DC,  Serial  No.  102-7. 
Linking  Medical  Education  and  Training  to  Rural  America:  Obsta- 
cles and  Opportunities,  July  29,  1991,  Washington,  DC,  Serial 
No.  102-8. 
Forever  Young:  Music  and  Aging,  August  1,  1991,  Washington,  DC, 

Serial  No.  102-9. 
Older  Women  and  Employment:  Facts  and  Myths,  August  2,  1991, 

Washington,  DC,  Serial  No.  102-10. 
Crimes  Committed  Against  the  Elderly,  August  6,  1991,  Lafayette, 

LA,  Serial  No.  102-11. 
A  Health  Care  Challenge:  Reaching  and  Serving  the  Rural  Black 

Elderly,  August  28,  1991,  Helena,  AR,  Serial  No.  102-12. 
Medicare  Fraud  and  Abuse:  A  Neglected  Emergency?  October  2, 

1991,  Washington,  DC,  Serial  No.  102-13. 
Preventive  Health  Care  for  the  Native  American  Elderly,  Novem- 
ber 13,  1991,  Washington,  DC,  Serial  No.  102-14. 
Cutting  Health  Care  Costs:  Experiences  in  France,  Germany,  and 
Japan,  November  19,  1991  (joint  hearing  with  Senate  Committee 
on  Governmental  Affairs),  Serial  No.  102-15. 
Health  Care  Reform:  The  Time  Has  Come,  Serial  No.  102-16. 

February  10,  Fort  Smith,  AR,  Long-Term  Care  and  Prescrip- 
tion Drug  Costs. 
February  11,  1992,  Jonesboro,  AR,  Skyrocketing  Health  Care 

Costs  and  the  Impact  on  Individuals  and  Businesses. 
February  12,  El  Dorado,  AR,  Answers  to  the  Health  Care  Di- 
lemma. 
Continuing     Long-Term     Care     Services,     February     10,     1992, 

Lauderhill,  FL,  Serial  No.  102-17.* 
Elderly  Left  Out  in  the  Cold?  The  Effects  of  Housing  and  Fuel  As- 
sistance Cuts  on  Senior  Citizens,  March  3,  1992,  Washington, 
DC,  Serial  No.  102-18. 
Medicare  Balance  Billing  Limits:  Has  the  Promise  Been  Fulfilled? 

April  7,  1992,  Washington,  DC,  Serial  No.  102-19. 
Skyrocketing  Prescription  Drug  Costs:  Effects  on  Senior  Citizens, 

April  15,  1992,  Lewiston,  NE,  Serial  No.  102-20. 
The  Effects  of  Escalating  Drug  Costs  on  the  Elderly,  April  22,  1992, 

Macon  and  Atlanta,  GA,  Serial  No.  102-21. 
Roundtable  Discussion  on  Guardianship,  June  2,  1992,  Washing- 
ton, DC,  Serial  No.  102-22. 
Aging  Artfully:  Health  Benefits  of  Art  and  Dance,  June  18,  1992, 

Washington,  DC,  Serial  No.  102-23. 
Grandparents  as  Parents:  Raising  a  Second  Generation,  July  29, 

1992,  Serial  No.  102-24. 
Consumer  Fraud  and  the  Elderly:  Easy  Prey?  September,  24,  1992, 
Washington,  DC,  Serial  No.  102-25. 
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Roundtable  Discussion  on  Intergenerational  Mentoring    November 
12,  1992,  Washington,  DC,  Serial  No.  102-26. 

The  Federal  Government's  Investment  in  New  Drug  Research  and 
Development:  Are  We  Getting  Our  Money's  Worth?  Februarv  24 
1993,  Washington,  DC,  Serial  No.  103-1.  ' 

Prescription  Drug  Prices:  Out-Pricing  Older  Americans,  April  14 
1993,  Bangor,  ME,  Serial  No.  103-2. 

Workshop  on  Innovative  Approaches  to  Guardianship,  April  16 
1993,  Washington,  DC,  Serial  No.  103-3. 

Controlling  Health  Care  Costs:  The  Long-Term  Care  Factor,  April 
20,  1993,  Washington,  DC,  Serial  No.  103-4. 

Workshop  on  Cataract  Surgery:  Guidelines  and  Outcomes,  April  21 
1993,  Washington,  DC,  Serial  No.  103-5. 

Workshop  on  Rural  Health  and  Health  Reform,  May  3,  1993 
Washington,  DC,  Serial  No.  103-6. 

Preventive  Health:  An  Ounce  of  Prevention  Saves  a  Pound  of  Cure 
May  6,  1993,  Washington,  DC,  Serial  No.  103-7. 

How  Secure  Is  Your  Retirement:  Investments,  Planning,  and 
Fraud,  May  25,  1993,  Washington,  DC,  Serial  No.  103-8. 

The  Aging  Network:  Linking  Older  Americans  to  Home  and 
Community-Based  Care,  June  8,  1993,  Washington,  DC,  Serial 
ino.  jLUo — y. 

Mental  Health  and  the  Aging,  July  15,  1993,  Washington,  DC,  Se- 
rial No.  103-10. 

Health  Care  Fraud  as  It  Affects  the  Aging,  August  13,  1993 
Racine,  WI,  Serial  No.  103-11. 

The  Hearing  Aid  Marketplace:  Is  the  Consumer  Adquately  Pro- 
tected?  Washington,  DC,  September  15,  1993,  Serial  No.  103-12 

Improving  Income  Security  for  Older  Women  in  Retirement:  Cur- 
rent Issues  and  Legislative  Reform  Proposals,  September  23, 
1993,  Washington,  DC,  Serial  No.  103-13. 

Long-Term  Care  Provisions  in  the  President's  Health  Care  Reform 
Plan,  November  12,  1993,  Madison  WI,  Serial  No.  103-14. 

Pharmaceutical  Marketplace  Reform:  Is  Competition  the  Right  Pre- 
scription? November  16,  1993,  Washington,  DC,  Serial  No.  103- 
15. 
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